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In summing up the administrative changes produced during 
President Roosevelt’s tenure of office, it is probable that future 
students will give a considerable place to the improvements in 
government business methods that have been suggested and 
adopted during the past few years. Government methods of 


transacting business are not of the inadequate type sometimes 
described. They are in the main well suited to their purposes, 
and, though far more expensive than those which would be 
applied by a commercial establishment, they are usually reliable. 
Their chief defect has come from the entire independence of 
different departments of the government, the jealousy of cabinet 
officers toward one another, the inertia of bureaucratic officials 
remaining in office year after year and unwilling to modify old 
methods in spite of changes in business conditions. Because 
of these factors in the situation, and because the development of 
government departments has been rapid and irregular within 
recent years, new functions being taken over by a process of 
accretion without corresponding organic changes in administra- 
tive structure, a growing number of readjustments and improve- 
ments have been called for by the actual conditions of the public 
service. Needed changes included not only alterations in 
methods of accounting, but also innovations in modes of purchas- 
ing supplies, conducting the manufacturing operations of the 
government, and checking the disbursement of money. Atten- 
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tion has often been called to the necessity of such changes prior 
to the administration of President Roosevelt. The postal 
scandals, the unsatisfactory and discreditable conditions in the 
Government Printing Office, and the poor quality of organiza- 
tion in the post office department, as well as disparity in methods 
of purchasing supplies, once more emphasized the need already 
recognized early in Mr. Roosevelt’s term of office. Coupled 
with these were several striking and unfortunate shortages 
on the part of disbursing officers of the United States. In 
order to ascertain the direction properly to be taken by the needed 
innovations, the methods of their introduction, and the additional 
cost thereby entailed, President Roosevelt appointed, about the 
middle of 1905, a committee of executive officers, which was 
officially known as the “ Committee on Department Methods.” 
Through the direct efforts of this organization, which associated 
with itself a large number of sub-committees comprising in all 
some seventy different subordinate officers of the government, 
a general overhauling of public business methods was under- 
taken. The changes proposed by the committee, and actually 
introduced upon its suggestions, included matters of internal 
organization, departmental relations, modes of purchasing and 
contracting, and many others. A complete account of the altera- 
tions in business methods thus brought about would require an 
elaborate treatment. It is proposed here merely to suggest some 
of the typical changes in modes of accounting which have been 
‘produced largely as a result of the investigations of the com- 
mittee. It is not true in all cases that the new methods now 
employed were directly adopted at the instance of this committee, 
but it may fairly be said that in the majority of cases they were 
a result of the general movement of which the labors of the com- 
mittee constituted the most striking feature. All that will be 
attempted in the present paper is to select a representative 
example of each of the important classes of changes that have 
been introduced largely under the influence or inspiration of the 
committee, and to explain it as illustrative of the new point of 
view which has been adopted by the administration. 


TREASURY ACCOUNTING. 


Although not the earliest in point of time, the most impor- 
tant suggestion made by the committee relates to the accounting 
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system of the treasury department. The treasury has always 
pursued an efficient system of accounting, but its results have 
been such as required much explanation as well as intimate 
acquaintanceship with the methods pursued in the other depart- 
ments. Briefly summarized, the plan of accounting followed by 
the treasury prior to 1907 was as follows: 

*Four classes of warrants were recognized by the department, 
and all moneys covered into or paid out of the treasury were 
(and are) required to be covered or paid upon the appropriate 
one. The four classes of warrants were appropriation warrants 
(issued for the purpose of crediting appropriation accounts with 
funds) ; pay warrants (authorizing the treasurer of the United 
States to pay out funds either later to be accounted for by dis- 
bursing officers or else for the purpose of settling amounts due by 
the United States to creditors) ; covering warrants (authorizing 
the treasurer to take up in his general accounts deposited revenues 
or funds held by disbursing officers and re-deposited in the 
treasury); and transfer and counter warrants (issued for the 
purpose of charging one appropriation and crediting another 
in order to bring about an adjustment). With this legal basis, 
the division of bookkeeping and warrants in the treasury was in 
the habit of keeping registers of revenue warrants, registers of 
paid warrants, and registers of re-pay warrants. Appropriation 
warrants were never registered, but were themselves bound after 
being posted. Appropriation ledgers were kept, and also per- 
sonal ledgers relating to collecting officers, disbursing officers 
and special accounts. The appropriation ledgers were posted 
from registers of warrants, while personal ledgers were posted 
either from warrants of the kinds specified or from auditors’ 
certificates. 

From this review it is seen that the result of the books was 
merely a classification of gross revenue collections and of gross 
warrant withdrawals. No trial balance would be possible, and 
blunders could be detected only through careful work by audi- 
tors and the clerks in the treasury department. The defect of 
the system was the inability to prove the correctness of the 
we 6 compives official account of treasury methods of accounting is found in the docu- 
ment entitled ‘‘ Information ating, to the Accounting System of the United States 
was issued for private circulation by the Committee on artment Methods as a “ Re- 
by the Committee on Department Methods. Treasury Bookkeeping.” 
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accounting at any given time, and also the difficulty of exhibiting 
in convenient form the precise status of each appropriation as 
well as of the balances in the accounts of officers of the United 
States. 

As a central necessity in the reorganization of treasury book- 
keeping, the Committee on Department Methods recommended 
the introduction of a comprehensive system of double entry. The 
problem was to provide a debit and credit side for all accounts, 
including revenues and expenditures. The change implied the 
introduction of five new books not previously kept by the depart- 
ment, viz., the general ledger, the journal, the ledger of revenues, 
the ledger of expenditures, and the register of auditors’ certifi- 
cates—the first two books to be written up only once a month, 
A form of journal voucher embracing the entire transactions was 
recommended, these vouchers to be spread upon the journal after 
being certified and approved. The journal was to be posted to 
the general ledger providing general accounts with the treasurer 
of the United States, collecting and disbursing officers, with 
individuals and firms with whom business was done, with 
revenues by five general classes (customs, postal, internal rev- 
enue, sales of public lands, and miscellaneous), with appropri- 
ations, with expenditures, with warrants, deposits and with- 
drawals, and with other proper accounts. It was argued that 
these innovations would enable the status of each account in the 
aggregate to be determined in advance, would insure correct de- 
tails, would compel a balance of all accounts, and would anticipate 
detailed balances of the several accounts, and compel their cor- 
rectness, while requiring consistent and comprehensive statements 
of items entered in auditors’ certificates. At the end of the year 
it would show the status of all the accounts, the opening balances 
of all accounts, the revenues, the expenditures, the miscellaneous 
transactions incident thereto, and the final balances in all 
accounts. The plan was approved by a select committee of pub- 
lic accountants appointed by The American Association of Pub- 
lic Accountants, and was ordered put into operation. 

In a final order issued July 14, 1908, specified definitions of 
general accounts were ordered to be observed subsequent to that 
date, and all certificates of settlement of accounts thereafter were 
to be made and declared on a similar basis. Under the head of 
general accounts, six general classes were recognized. The first 
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included five general accounts—customs revenue, postal revenue, 
internal revenue, public lands, and miscellaneous revenue. The 
second general class of expenditures included four general 
accounts—-expenditures excluding reductions of public debt, the 
return of trust funds, etc., the public debt (payments of interest, 
however, being charged not to this account, but to that of expendi- 
tures ),special funds, disbursements from which were to be charged 
to expenditures, and trust funds,to be credited with receipts of trust 
funds, and charged with disbursements from trust funds. The 
fourth general class included personal accounts—those with the 
treasurer of the United States, those with fiscal officers, and those 
with the District of Columbia. Class five included so called 
“record accounts,” these being two in number—appropriations, 
and available funds. Class six consisted of clearing accounts, 
and included treasury deposits, charged with items certified for 
credit to fiscal officers, accountable warrants, settlement warrants, 
warrants account, transfer of funds, advances to fiscal officers, 
and credits of fiscal officers. To these general accounts there was 
added a special class of accounts entitled balances, being a con- 
tinuation of the former balance account, and including with each 
year the balances of the preceding year’s accounts of audited 
revenues and expenditures. To this account would be charged 
the additional credit balances and credited the additional debit 
balances in fiscal accounts brought into the books of the current 
year. It was further ordered that the division of bookkeeping 
and warrants should not keep separate accounts with collecting 
and disbursing officers by appropriations, but should keep sepa- 
rate accounts with officers, corresponding to the accounts 
required to be rendered by them to the several auditors of the 
treasury department. In calling for the bookkeeper’s certificate 
of balances due from collecting and disbursing officers and other 
depositors, it was directed that the auditor should indicate the 
period covered by the account about to be settled, and request a 
certificate from the division of bookkeeping and warrants of 
charges and credits covering that period only. 


DISBURSING OFFICERS’ VOUCHERS AND BALANCES. 


An important change in the methods of treasury accounting 
formerly in use has further been made in connection with dis- 
bursing officers’ checks and vouchers, and the verification of dis- 
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bursing officers’ balances.* Under the system in vogue prior to 
1907 the expenses of government were paid by either of two 
methods: (1) A treasury warrant was issued, upon an auditor’s 
certificate, in favor of the public creditor. This method of pay- 
ment was commonly known as a direct settlement. (2) Disburs- 
ing officers who had received advances from the treasury paid 
public creditors (usually by check) and took a receipt, which 
became the voucher on the basis of which the disbursing officer 
claimed credit in rendering his accounts to the auditor. Of the 
two the system of paying through disbursing officers covered 
far the larger part of the expenses of the government. 
Investigation showed that disbursing officers were in the 
habit of securing receipts from public creditors in advance of 
payment, the creditors frequently signing receipts in blank, leav- 
ing the dates and amount to be filled in as occasion required. 
Duplicate vouchers, and in some cases triplicate or even quintupli- 
cate vouchers, were secured by the disbursing officers and offered 
a corresponding opportunity for fraud. Whenever a disbursing 
officer stated his account to the appropriate auditor and acknowl- 
edged a certain balance due to the United States nothing was 
done by the auditor to verify that statement. In many cases 
disbursing officers have been short in their accounts for years, 
acknowledging a given amount to be due the United States, when 
as a matter of fact they did not have the acknowledged amount 
in hand. Various efforts to correct the situation have been un- 
successful. In looking over the conditions, the Committee on 
Department Methods recommended that the receipt habitually 
taken in advance should be abolished, and that in place of it 
should be provided a form of certificate to be signed by the 
claimant. The claimant’s certificate was to be followed by the 
certificate of the proper administrative officer approving the 
claim, while the check to be delivered in paying the account in 
question should state upon its face the object for which drawn, 
and also the number of the voucher in payment of which it was 
drawn. It was recommended further that assistant treasurers 
and National bank depositaries should render monthly statemets 
just as formerly to each disbursing officer having funds on 
* The recommendations to the president on this topic made by the Committee on 
Department Methods are found in the ‘‘ Report to the President of the Committee on De- 
partment Methods:”" Assembling Disbursing Officers’ Checks and Vouchers, and Verifica- 


—_ of Disbursing Officers’ Balances. The order putting these recommendations into effect 
as Department Circular No. 52, July 20, r007. 
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deposit with them, but should at the same time send to the 
treasury department for distribution to the proper auditors dupli- 
cates of the statements sent to the disbursing officer, accompanied 
by such officer’s paid check listed in the statements. The auditor 
would thus have the means of checking up each statement, and 
ascertaining accurately whether or not a given disbursing officer 
had in his hands or on deposit to his official credit and not covered 
by outstanding checks, the amount of his stated balance. In 
order to test the proposed scheme, experiments were undertaken, 
and from these it was concluded that the new system, besides 
its technical advantages, would be comparatively cheap, involving 
an additional outlay of probably not more than six per cent. of the 
existing work of the accounting officers. Working on the basis of 
these suggestions, the secretary of the treasury issued an order in- 
troducing substantially the system recommended by the committee 
which is now in practical operation. 

In putting the new system into effect there has naturally been 
some necessity for innovation, retraining of clerks, and adjust- 
ment of old methods to new. This process has not been without 
its friction, and some of the older officers of the department have 
been inclined to question the wisdom of adopting the double entry 
system with its greater amount of detail and labor. Thus the 
auditor for the navy department in reporting for the year 1908 
states flatly as the reason why his office fell seriously behind in 
its. work during the year, the considerable amount of “ extra 
work ”’ necessitated by the new system, ad the labor involved in 
training the clerks to follow the system. Time has not yet been 
allowed for a thorough and complete test of the efficiency of the 
new method, nor is it absolutely certain whether the greater con- 
venience and certainty attained under the new plan will make up 
fully for the greater labor and costliness involved in the addi- 
tional bookkeeping operations which have been necessitated. 
That the plan is a substantial improvement from the accountant’s 
standpoint there can be no question, while the publication of 
more and clearer details with reference to government fiscal 
operations will be made practicable under it. 


INTRODUCTION oF Cost ACCOUNTING. 


An important aspect of the new movement for better business 
methods in the public service is seen in the recent effort to put 
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the various manufacturing activities which the government con- 
ducts upon somewhat the same plane that is occupied by similar 
undertakings in private hands. By this is not meant that there 
has been any effort to introduce a lower standard of payment or 
to reduce wages paid by the government to commercial standards. 
On the contrary, the work of the Committee on Department 
Methods, as well as that of the systematizers and reorganizers 
of the government generally, has recognized a high standard of 
payment with due recognition of the older workers as a necessary 
feature of the public service, and as a desirable part of the gov- 
ernment’s duty in upholding a suitable example for private em- 
ployers to work toward so far as competitive conditions permit. 
What has been sought is an understanding of the actual use made 
of public moneys, and more careful analysis of the ways in which 
they have been expended, with a corresponding analysis of the 
results accruing from such outlay. The public enterprise which 
most nearly approaches a commercial type of organization at the 
present time is the government printing office, an establishment 
toward whose systematization various officials have for years 
been struggling without result. 


GOVERNMENT PRINTING CostTs.* 


The great problem of the government printing office for many 
years past has been that of ascertaining costs sufficiently accu- 
rately to permit of correct charges to the several departments 
on a basis that would allow the office to come out clear and with- 
out a deficit at the end of the year. That the officials have 
found it impossible to attain this end may be seen from a tabula- 
tion prepared during certain inquiries at the government printing 
office directed by President Roosevelt, which exhibits the re- 
sources or appropriations, disbursements, unexpended balances, 
sales, and disbursements in excess of sales over a period of years. 
From this it is seen that the disbursements in excess of sales 
during the years 1900-1907 inclusive, amounted to $7,962,307. 
During the same period expenditures for plant properly charge- 
able to the years in question approximated $3,100,000. A differ- 
ence of about $5,000,000, therefore, represents the discrepancy 
" “™ * Por information with reference to the system of accounting and cost keeping in the 
government printing office I am indebted to Hon. John S. Leech, late Public Printer, 


and to his associates in the work of the office, especially to Mr. Vipond, the head of the 
Accounting Division, and Mr. Kendal, the Assistant Superintendent of Work. 
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between actual receipts for the commercial services of the insti- 
tution and outlays for carrying it on. In fact, since 1900, 
Congress has been incurring an expenditure of about $600,000 
a year over and above the income earned by the office. The con- 
clusion that a system of cost accounting was needed which would 
place the charges for printing upon the different departments to 
which they properly belonged, was therefore irresistible. 

An investigation into conditions in the printing office by the 
Committee on Department Methods was originally directed by 
President Roosevelt for the purpose of securing information as 
to certain contracts and methods about which doubt was felt. 
This investigation broadened into an inquiry into the cost of 
public printing and the possible lines of economy. It was about 
the time of this secondary investigation that Public Printer 
Palmer resigned and was followed by Charles A. Stillings. 
The new public printer was disposed to give due weight to the 
suggestions which had been made by the Committee on Depart- 
ment Methods, and among others he found the following, which 
had been laid before President Roosevelt in a report made 
January 2, 1906: 

There should be established in the government printing office a 
proper system of cost keeping. There is not, and never has been a 
system of cost keeping in that establishment. The charges made against 
the various departments for work ordered to be paid for out of the depart- 
ment allotments for printing do not accurately reflect the cost of the 
work. . . . An accurate system of cost keeping . .. would 
. . also permit the cost of work in the printing office to be better 
compared with that of private establishments. It would enable standards 
of cost for the solid, tabular, and other kinds of work to be established. 
It would also disclose the actual saving from the adoption of new 
devices and machinery and whether the results obtained equal those 
obtained by others using the same dévices. In the institution of such 
a cost keeping system in the printing office the service of an outside 
expert could be profitably used. . . . The establishment of a cost 
keeping system in a large printing establishment is a complicated matter, 


and the use of a specialist in instituting an accurate system is almost 
indispensable. 


Acting upon this suggestion, the public printer introduced, 
so soon as he was able to obtain the requisite appropriations from 
Congress, a cost-keeping plan known as the “ audit system.” This 
was established by a New York firm at a total cost for the system 
itself and the supplies needed under it of about $130,000. Inasmuch 
as the cost of public printing did not decrease, but was added 
to by the unusually large cost of the new system of accounting, 
the innovation made by Mr. Stillings did not meet with approval. 
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A special investigator, directed by President Roosevelt to look 
into the situation in the office, terminated the contract with the 
firm which had established the “ audit system,” and largely cur- 
tailed the operations involved in the cost-keeping plan. Report- 
ing upon the system, which will not be reviewed here because 
of its practical elimination, this investigator said: 


It . . . is principally to be criticised upon the score that in an 
attempt to secure all classes of detail, the amount of labor entailed 
upon each employee for the purpose of recording necessary facts, and 
the amount of labor required for subsequent tabulation were so great 
as to make the system almost prohibitive. 


Subsequent to assuming office, June last, Hon. John S. Leech, 
who succeeded Mr. Stillings in the control of the government 
printing office, undertook a complete reorganization of the system 
of cost accounting which had been introduced, recognizing it as 
most desirable that such a system be applied to the work of the 
office, though he did not approve of the plans that had been 
attempted by his predecessor under the advice of the framers of 
the audit system. Mr. Leech’s methods of cost accounting were of 
exceptional interest, because they had been worked out by him- 
self as a result of many years’ experience, first in the government 
printing office at Washington, and later as public printer in the 
Philippines, where he was in charge of the printing establish- 
ment of the Philippine Commission. 

The main ideas accepted by Mr. Leech as the foundation of 
his cost system are two in number: 

(1) The adoption of appropriate systems of measuring cost in 
each productive operation, without any effort to pursue an 
absolutely uniform system of measurement for all operations. 

(2) The abandonment of the idea of apportioning individual 
costs to particular pieces of work, and the substitution in lieu 
thereof of a fixed scale of uniform charges which is applied 
to each job whose performance is proposed. The results of 
the cost accounting system are employed solely for the pur- 
pose of varying this scale of charges in order to approximate 
it as nearly as possible to average cost. 

The problem before the government printing office differs 
from that presented in a commercial establishment in some par- 
ticulars. The office is provided with a complete and costly plant 
situated in a government building. No effort is made to allow 
for interest on the capital involved in this building or in the 
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original establishment of the plant which it contains. These are 
regarded as given quantities. What the office seeks to do is to 
find out how much is being spent upon the repair and maintenance 
of machinery and tools that are worn out, upon the acquisition of 
new supplies and stores, and upon the purchase of labor from 
week to week. It then endeavors to apportion these costs to the 
various divisions in which they are incurred. Before going into 
the strictly cost accounting features of the work, it is worth while 
to devote some attention to certain more general aspects of 
government printing office accounting. 

Beginning before the actual entry of supplies into the 
office, a system has been devised for keeping account of orders. 
This is known as the “order record.” In it are compiled all 
purchase orders after the same have been made up and approved 
in due form. These purchase orders are recorded upon one side 
of the book, while upon the opposite side in similarly headed 
columns are recorded the quantities of goods actually received in 
response to the orders that have been sent out to private con- 
tractors from whom the goods are bought. When goods enter the 
government printing office they are examined, and a so-called 
“receiving ticket” is made out and certified by the storekeeper 
and by a board of inspection. These tickets constitute the source 
from which the receiving side of the order book is posted, just 
as the purchase orders furnish the raw material from which the 
‘purchase side or order is made up. It frequently happens that 
a given consignment contains more or less than the precise 
amount that has been ordered. In that event the amount actually 
received is recorded, and in a subordinate book provision is made 
for a separate account with “ overs ” and “ unders ” in order that 
it may be possible at all times to know the precise relation between 
gross orders and gross receipts and their value. By posting the 
separate accounts in this way and carrying down the totals, it 
is possible at any moment to ascertain the obligations of the office 
accurately. In paying for goods ordered, vouchers are made up 
after each order record has been audited and completed. This 
voucher is then sent to the private contractor and is certified by 
him, after which it is returned to Washington, where it is signed, 
and a check is made out and sent to the public printer for his 
signature. A voucher register is kept, and in this all such 
vouchers are recorded. From it direct postings are made 
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ABSTRACT OF STORES ALARM SLIP. 


_ DIVISION ALARM No, 
(Division originating 
to supply No.) 


DATE 


(This stub remzins im Divesion orizinatiog Alarm Slip.) 


THE TIME RECEIVED SHALL BE STAMPED IN EACH DIVISION, 


GOVERNMENT PRINTING OFFICE. 


(To be by 
and dete entered 


STORES ALARM SLIP. 


THE BASIS FOR MAKING ALL PURCHASES EXCEPT ILLUSTRATIONS, 


This Alarm Slip must not be destroyed or pigeon-holed, and when once started must reach its destination, READ INSTRUCTIONS ON OTHER SIDE. 


This Alarm Sip may be started by any official or employee in charge of any division or section, but must be approved or 
disapproved by his immediate superior; and before being forwarded must receive the approval or disapproval of the foreman of 
the division which pertains. 

Whenever the stock on hand of an article has been reduced to the maximum point to last until a new supply can be obtained, 
or if a new article is wanted, this Alarm Slip ts to be started. When issuing supplies the Storekeeper should remind the Property 
Clerk by memorandum that supply ts down to ordering point, or vice versa. 

If in the opinion of the Purchasing Agent the article called for on this Alarm Slip can in any way be changed to the advan- 
tage of the service, he shall at once bring the matter to the attention of the Public Printer by memorandum attached hereto. 


THIS SLIP ORIGINATED _Div. ALARM 
(ludicate division of section.) Division criginatiog 
to supply No.) 
DATE _ 190__ 


CONTRACT 
ITEM NO. QUANTITY DESCRIPTION OF ARTICLE 


1 CERTIFY THAT THD ABOVE ARTICLE IS URGENTLY NEEDED, AND IS TO BE USED AS FOLLOWS: 


~The following is for Storekeeper's information: If there is substitute which cam be utilized, state it. State urpose we of ply concisely. it request is for new article, give reasons. If not item, giv give full 


specifications, using back of this sheet for that purpose. If more space is required, an additional sheet, same size, may be attached to thie slip. 


(Forward to Property Clerk.) 


RECOMMENDATION: 


‘ { of Wonk. 
Public Printer.) Supt. oF Documents. 


190__ 


RECOMMENDATION: __ 


Af disapproved, forward to Public Printer.) 


Derury Lic Printer. 


DATE ALARM SLIP RECEIVED _ whe _ | PURCHASE ORDER No. 


DATE OF PURCHASE ORDER. | DATE OF DELIVERY 


FROM 


As soon as Order this Alarm Sli 
p is drawn, prey the pores to the contractor and one copy to the a aged for 4 
tet tcartoes ee copy to Storekeeper, one copy to the Accounting Division, and one copy to Property 


vision, 
Foam No. B 58, 


10-905 
FIGURE 1 
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INSTRUCTIONS. 


if this Alarm Slip originates In he office of the Secretary, Congressional Clerk, Cashier or Paymaster, Attorney, Purchasing 
Agent, Accountant, or the Deputy Public Printer, forward direct to the Public Printer. 

If this Alarm Slip originates in the Work Division, which Includes the office of the Superintendent of Work, or the Documents 
Pivision, which Includes the office of the Superintendent of Documents, It will receive the approval or disapproval of the Super- 
imtendent of Work or the Superintendent of Documents before leaving their divisions. 

It ts left to the diseretion of any official at any time to ask for the data or certification called for from the Property Clerk 
and Stock Keeper. 

ON CONTRACT UTEMS,* when this Alarm Slip ts approved, the Purchasing Agent 1 proceed with purchase, provided such 
action will not cause the maximum amount of stock carried to be exceeded by more than 10 per cent, or the purchase is made 
for a special Job of printing or binding, otherwise the Purchasing Agent will forward the Alarm Sitp to the Public Printer for 
approval before the purchase order ts drawn. 

ON OPEN-MARKET PURCHASBS,* and exclusive of emergency requirements, all quotations received on account of this Alarm 
Sip must be opened at a specifica hour tn the presence of a committee designated for that purpose, when they are examined | 
notated, and submitted to the Purchasing Agent, who makes a recommendation of award, and, when approved by the Public 
Printer, & purchase order is placed by the Purchasing Agent. 

ON EMERGENCY PURCHASES,* to be made itn the open market, the Purchasing Agent shall proceed with the least possibile 
delay to purchase, in accordance with the provisions of law, such quantity of the article called for In this Alarm SUp as may, 
in his Judgment, be necessary for the best interests of the Government and to relieve the emergency; and, should the price of 
the articte exceed #100, It shall be approved by the Public Printer before the purchase is made. 

* In the sbseace of the Public Printer, Alarm Slips for contract items and open-market and emergency purchases will be initialed by the Attorney, or, in his absence, by the person 

designated to act for him, before being forwarded to the Deputy Public Printer for approval. 
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to the purchasing ledger. What amounts to a cash book is kept 
as a so called “ disbursement book.” After the checks are drawn 
in payment for supplies they are duly entered in this book. The 
same is done with the results of pay rolls, and the postings are 
then made to the “ treasury ledger” under the respective appro- 
priation headings which have been followed by Congress in assign- 
ing money for the government printing office, as for example, 
“ printing and binding, 1908.” This assigns the disbursements 
of a given period to the appropriation upon which they constitute 
a draft. In accounting with employees, pay rolls are made up in 
the following manner: A daily time slip is turned in from each 
of the “ sections ” and “ branch offices ” into which the different 
divisions of the printing office are sub-classified. The total num- 
ber of such sections or branch offices is about fifty. In each case 
the time slip is certified by the man in charge of the section in 
which it originates. When these slips have been received by the 
accounting division they are transferred to a time roll, upon which 
are shown the amounts due to each employee over a period of 
two weeks for work done and for annual leave which he has 
chosen to take during that period. At the end of two weeks, the 
suitable amount, based upon the employee’s time is paid to him 
in currency, and he personally signs the pay roll indicating that 
he has received the amount. The onl: distinction recognized in 
grouping the payments on pay roll account is that between 
“printing and binding” and “ annual leave,” actual work being 
paid for out of the first, and “ time off,” up to the amount annu- 
ally allowed, out of the latter. At the end of each month both 
pay rolls and vouchers are sent to the treasury, and are there 
audited and filed. 

In keeping account with property the main reliance is placed 
upon a system of card records, on which are shown the amounts 
of each class of supplies received by the office and by it issued 
upon suitable requisition to the several divisions or sections. 
Orders for supplies are sent out as a result of a “ Stores Alarm 
Slip.” This so called “slip” is herewith reproduced, (Figures 1 and 
1a). It may originate anywhere in the printing office, but 
must be approved or disapproved by the immediate superior of 
the employe in charge of any division or section in which it starts. 
Whenever the stock of an article on hand has been reduced to 
the maximum point representing the amount that will be required 
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until a new supply can be obtained, or whenever a new article is 
wanted, the alarm slip is to be started. This slip after being duly 
approved exhibits the description of the article, the quantity 
wanted, the quantity on hand, and a number of other items of 
information. It also provides for specifications which are 
to be written in, and gives instructions as to the way in which 
purchases are to be made. When the supplies have been received 
and duly approved by the officials who make up the ticket, the 
amount of the supplies thus in hand is recorded on the cards to 
which reference has already been made. Similarly, when stores 
are issued, the amount issued from each consignment of goods 
is recorded upon the back of the card relating to that consignment 
at the price per unit which was paid when the goods were pur- 
chased. In this way a continuous inventory is kept, showing the 
quantities of each class of supplies on hand, and this is checked 
from time to time from an actual inventory taken in the stores 
division. 

The office carries a combined record of supplies issued in a 
so called “issue book..” Entries in this book are made from 
slips which constitute orders upon the storekeeper for supplies. 
By posting the issue book from the slips in question it can be 
seen exactly what stores have been called for and have been 
furnished after approval of the requisition to each division. This 
gives a compiled comparative statement of the amount of stores 
issued to each section of the office, classified under headings 
showing how they have entered into product maintenance, etc. 

The subject of cost accounting in the Government Printing 
Office can best be approached by considering the way in which 
goods are ordered by the several executive departments, and esti- 
mates made in response. Supposing that a given bureau or 
department has a specified piece of work which it is desired to 
have done, it may fill out a blank requesting information from the 
printing office with reference to the cost. At the office a so called 
“estimate for printing and binding” is then made up, which is 
practically a bid on the work. This slip affords detailed data 
concerning the cost of paper used, the amount needed, the cost 
of the various bindery operations, the cost of composition and 
press work, and so forth. These items of information are sup- 
plied by the experts of the office through consideration of the 
job in comparison with the fixed scale of charges of the office 
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which has been prepared for the guidance of the experts in just 
such cases. Supposing that the estimate is.satisfactory to the 
department which ordered the estimate made, the printing office 
is directed to proceed, and the appropriate instructions are given. 
In the course of the operation a so called “ jacket information 
slip” is worked out. This jacket information slip carries elabo- 
rate data regarding the methods, and detailed manufacturing 
operations, which must be performed in carrying through the 
job. On the back of the information slip is given a detailed 
analysis of the charges for the job, and also a “ summary of labor 
charges,” in which all outlays for labor are grouped as “ com- 
position and proofreading,” “ foundry,” “ presswork,” “ folding,” 
“ binding,” and “ miscellaneous.” The various items of informa- 
tion are filled in from data which are furnished by the several 
sections of the office in a way presently to be indicated. It is to 
be noted that in every case the data thus supplied are in units of 
work performed while the costs recorded on the jacket informa- 
tion slip are in amounts which have been computed by figuring 
the cost of the different operations on the basis of the uniform 
scale already referred to, as applied to the quantity of work done 
on the job as reported. From this jacket information slip, when 
fully made up, a revised estimate of total cost is prepared. In 
a so called “ allotment book ” a record is kept of the different jobs 
performed for the various bureaus and departments, information 
being given both of the original estimate, and of the final sum 
charged and applied against the appropriation allotted by 
Congress. 

The nature of the jacket information slip can be easily under- 
stood from the reproduction herewith, (Figures 2 and 2a). 

In order to get the information necessary in making up the 
jacket information slip, a system of reports on work has been 
devised by the public printer. These reports originate in the 
several divisions to which they pertain, as for example, foundry, 
folding room, composition and proofreading division, pressroom, 
cutting and packing division, bindery division, and building 
division. In each instance the fundamental forms are two in 
number, a “ daily report of work” giving the name of the opera- 
tor and the time spent on specified operations. On this slip each 
of the principal operations is assigned a given number, as for 
instance, “79. Folding.” In the main body of the slip appears a 
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blank for the number of the “ jacket” to which the operation 
belongs, and a series of numbers dividing the day into periods of 
six minutes each. A blank is left for the recording of the num- 
ber of the operation. On a completed slip, therefore, appear data 
as to the name of the operator, the approximate time at which 
he has begun and discontinued a given operation (which is speci- 
fied by number), and the rate of wages per hour. The second 
fundamental blank is intended to assemble the results of the daily 
report of work, and is entitled “ abstract of labor charges.” This 
is prepared by the officer in general charge of the work, and 
gives the totals which have been arrived at by the individual 
employees themselves as recorded on their daily report of work. 
Inasmuch as the work has already been classified by principal 
operations it is easy to group the total cost of.each operation as 
derived from the several individual daily time slips in the abstract 
of labor charges. The slips, however, are used only in cases 
where the product can not be measured in a more economical way 
by a single individual acting for all. One abstract of labor 
charges is made out for each jacket information slip, being num- 
bered accordingly. The combined results of the labor charges 
supply the information for filling up the slip in those divisions 
of the slip which relate to labor. The portions which relate to 
paper are filled in from the requisitions which have been made 
for supplies to be used in preparing the given job. Miscellaneous 
items are covered from the general uniform scale. The final 
result of the information slip shows the combination of outlay 
for labor and outlay for supplies, the latter estimated at cost price, 
the former at the fixed scale of charges for work already referred 
to. At the end of each month a compiled statement is made up 
showing the “distribution of labor charges on work completed 
during month of From this comparisons can 
be made with the amount actually charged to the departments, 
and the uniform scale can from time to time be raised or lowered 
as occasion may demand. As illustrating this system for assign- 
ing labor costs, specimen forms are herewith reproduced (Fig- 
ures 3a, 3b, and 3c). 


Cost ANALYSIS AT THE MINTs. 


One of the most clear-cut examples of the use of a system of 
cost accounting in the government service is found in the United 
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States Mints. The system was introduced as a result of the work 
of the Committee on Department Methods, which recommended 
that the methods of bookkeeping at the mints be adjusted with a 
view to detailed analyses of cost. Under the system then intro- 
duced a monthly report is returned by each of the mints of the 
United States to the Director of the the Mint at Washington. 
Each of these reports is an abstract of the books of the mint for 
the preceding month, and inasmuch as the product of the estab- 
lishment is uniform, and costs are readily segregated, the system 
has easily been made to show the output of coin, the actual cost 
of each operation in gross, and the distribution of this cost per 
unit of coinage. Thus the Philadelphia Mint in its report dis- 
criminates between the weigh clerk’s office, deposit melting room, 
deposit assaying department, calculating department, refinery, 
sweep cellar, assay department, engraving department, ingot 
melting room, rolling, cutting and annealing department, adjust- 
ing and weighing department, upsetting, coining and delivering 
department, and superintendent’s department. From the data 
thus furnished the cost per thousand pieces of each product is 
compiled. This then gives the cost per unit. By comparing this 
with the average cost per thousand pieces as obtained over a 
series of months and years, the actual running costs can be com- 
pared with what experience has shown they should be. 

This system of accounting involves a careful and elaborate 
classification of operations. For example, in the refinery there 
is reported first of all the product classified into fine ounces of 
gold and fine ounces of silver. The costs are then classified as 
follows: (a) labor, (b) melting and refining in general, (c) leave 
(d) crucibles, (e) mitts and gloves, (f) acids, (g) fuel, (h) fur- 
nace repairs, (4) mechanical repairs, (j) incidentals, (k) electrical 
current, (/) chemicals, (m) sweep cellar, (m) assays, and (0) 
light and ventilation. The aggregate divided by the number of 
fine ounces gives the cost per fine ounce, which, by comparison 
with former months, show the relation between these costs 
and the average cost per fine ounce. In the assay department 
product is reported as “number of assays made,” which is 
divided among “ deposits,” “ingots,” “refinery,” and “ miscel- 
laneous.” The costs in the assaying department are divided 
between (a) labor, (b)leave, (c) material, (d) fuel, (e) mechan- 
ical repairs, (f) power, and (g) light and ventilation. These 
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costs are then distributed among the four groups into which the 
number of assays made is sub-classified. The ingot assays are 
then distributed to the denominations of coin, as double eagles, 
half eagles, etc. From this is derived the cost per assay which 
can then be compared with the average cost per assay as shown 
by former reports. 

It is thus seen that the sole object of the cost accounting 
system in use at the mints is that of distributing labor charges 
and material charges to the various classes of coin and other 
products turned out, for the purpose of making comparisons with 
an average standard. The system is pronounced exceedingly 
satisfactory, and has afforded a very much better analysis of mint 
operations than was practicable prior to its introduction. A 
rough general distribution of costs was always practicable owing 
to the simplicity of the manufacturing operations performed while 
the non-commercial character of the mints made it less necessary 
from any immediate standpoint to know the relative outlays on 
each operation. It has been found, however, that the comparative 
analyses rendered possible by the new system make strongly for 
good administration, and render it possible to locate sources of 
unnecessary or excessive cost.* 


STATISTICAL CosTs. 


An excellent example of what can be done in estimating and 
appportioning the cost of statistical work in the government 
service has recently been afforded by the Census Bureau.+ This 
Office, after considerable investigation, has finally developed a 
complete plan for keeping track of the outlays on pay roll and for 
classifying at the end of each month the various objects to which 
the money expended has been devoted. 

The cost accounting system of the Census Office is based upon 
the idea that every outlay made through the pay roll is for a 
distinct object, and must be reported in connection with that 
object. Each member of the Census Office staff is assigned a 
number, and makes out a daily time slip, upon which appear cer- 
tain facts. The time slip contains blanks for the name of the 

* The foregoing account of the cost system of the Mints is based upon information 


kindly furnished by Hon. Frank A. Leach, Director of the United States Mint, who has 
supplied the writer with the detailed data of which the text furnishes a brief summary. 


t For detailed data and explanations concerning the cost keeping system of the 
Bureau 1 am indebted to Hon. W. S. Rossiter, Chief Clerk of the Census, who has 
had charge of the introduction of the system. 
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employee, the number assigned him, the division of the office 
in which he works, the number of his clerical class (whether 
Ist, 2d, 3d, etc.), and absences if any. Upon the slip are also 
given spaces to be filled in with the number of the inquiry upon 
which the employee is engaged, the character of the work, and 
the amount of time spent. On the back of the slip appears a 
classification giving eight main operations representing the work 
of the office as follows: (1) field work; (2) labor; (3) miscel- 
laneous clerical; (4) publishing; (5) statistical; (6) stenography 
and typewriting; (7) supervisory. Each of these main topics is 
largely subdivided, there being about forty sub-classifications into 
some one of which the labor of each clerk will fall. It does not 
follow of course that a given clerk spends his whole daily time 
upon any one subject. Usually he will perform labor which is 
classifiable under two or more of these sub-heads. In that event 
he must record upon his daily report the amount of time spent 
on each operation, showing the distribution between the several 
classes of work. After the slips have been made up as above 
indicated, they are carefully examined by the time clerk of the 
division in which they originate, for the purpose of detecting any 
inconsistencies or manifest errors. They are then sent to the cost 
accounting section. It should be noted that in cases where clerks 
are absent from the office on leave, or are out upon the road 
engaged in field work, a slip is made out for each by the time 
. keeper of the division to which each belongs, and is sent in with 
the other slip. When all the slips have been received in the cost 
accounting section the clerks in charge of that section punch cards 
representing the data which are presented upon each slip. This 
punching process is the same which was followed in the last decen- 
nial census and is performed by the use of the so called Hollerith 
machine. The cards in question are printed with a series of 
columns showing the date, the office or field of the worker, the 
employee, the division in which employed, the grade of the clerk, 
the inquiry to which attached, the character of the work done, 
the time employed, the rate per hour paid, and the total amount 
paid. Under each of these headings the appropriate data are 
represented by numbers, and inasmuch as each employee, division, 
grade, inquiry, character of work, etc., has a definite number 
previously assigned to it, it is thus possible to record numerically 
by punch marks in the appropriate squares the data which has 
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been recorded in words upon the daily time slip. After the cards 
have been punched they are sorted into groups according to rates 
of pay, and then according to time employed. The sorting is 
simply done by grouping together all cards which have uniform 
punch marks in the sections referred to (rate of pay and time), 
needles being thrust through the appropriate holes as the cards 
stand stacked in order to see that all are punched in the same 
area. If they are so punched, they belong to the same group, 
while if others not so punched have been included, the needles will 
not pass through completely, and it is necessary to withdraw 
certain cards, which have erroneously been thrown into this 
group. 

The work thus done gives a money classification, and practice 
has shown that the results correspond to within $100 per month 
with the results shown by the pay roll, the latter amounting to 
about $58,000 monthly. It would be possible to make the system 
register to a cent by going sufficiently into detail, but this has not 
been thought necessary. The next operation is to sort the cards 
by fields and classes of work. The processes are simply those 
of sorting and adding after the manner already indicated, but 
for the purpose of obtaining different groupings or classifica- 
tions. These groupings and classifications have been designed 
to show the head of the Census Bureau exactly where the 
money that has been laid out has gone—that is to say, for what 
specific objects it has been expended. In order to give these 
data, tabular forms showing the seven classes already referred 
to (supervisory, statistical, publishing, field work, stenography 
and typewriting, miscellaneous clerical, and labor with an eighth 
“ administrative ’’) have been ruled. After the cards have been 
separated into groups according to these main classes of work, 
all those belonging in the various sub-classifications being of 
course grouped under the main head to which they belong, they 
are totaled by the usual statistical methods, and the results are 
recorded, under the headings described, as “ Table 1,” on which 
are shown the corresponding results for the similar month of 
the preceding year. “Table 1A” has the same headings, but is 
represented in percentages for the purpose of showing the rela- 
tionship between the different groups of work. “Table 2” has 
the same headings, but is limited to the “cost of inquiries in 
progress, by specified classes of work.” “Table 2A” shows 
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under the same headings as before the per cent. which the cost 
of inquiries in progress by specified classes of work forms of 
the total expenditures. “Table 3” is made out separately for 
each inquiry which is in progress, and shows under the familiar 
headings the distribution of costs upon that particular investiga- 
tion. “Table 4” is limited to “ productive labor,” which includes 
all except the “administrative” and “supervisory” divisions. 
“Table 4A” gives under the same heads as the last the per- 
centage which the cost of productive labor forms of total 
expenditures. “ Table 5” is limited to “ non-productive labor,” 
which, as we have seen, includes the supervisory and administra- 
tive groupings. In making the distribution of the cost of non- 
productive labor, however, separate columns are provided for 
the director’s division, chief clerk’s division, disbursements and 
appointments division, library, and correspondence and mailing. 
“Table 5A ” gives these same data in percentages. “ Table 6” 
is designed to show the cost of annual leave by specified classes 
of work. The subdivision is here made on the original eight 
groups already referred to, the entries being those which relate 
to the leave granted the employees in each division. “ Table 
6A “gives the same data as “ Table 6” in the form of percentages. 
“Table 7” gives the same grouping for the cost of sick leave 
by specified classes of work, and “ Table 7A” the percentage 
which cost of sick leave by specified classes of work forms of 
the total pay roll distribution. As already stated, these tables are 
prepared each month, and within three days of the opening of 
a new month are furnished to the head of the office for study and 
comparison. 


EFFEect oF CHANGES. 


The general effect of the changes in accounting method which 
have been discussed in the foregoing pages has been good. Both 
these and other innovations have operated to put the service of 
the government upon a much more businesslike basis than has 
heretofore been characteristic, and have been merely the outward 
manifestation of a spirit of greater attention to detail, and desire 
to get results in economy and efficiency that has transformed some 
of the branches of the government in an almost radical way. No 
one would suppose for a moment that the public service is as yet 
upon a basis of full efficiency, or that it could compare in 
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quickness or economy of results with even moderately successful 
business houses. But enough has been done to hold out hopes of 
improvement in the future to those who believe in thorough and 
conscientious work. The ideals of the public service are not and 
never will be identical with those which prevail in the commercial 
world. The standard of payment is not the same, nor is the 
object of accounting and other forms of organization the same 
in the government department as it is in the private business. 
Reduction of costs of operation, uniformity of expenditure and 
accounting method, and proper safeguards against unusual 
extravagance or Official peculation may reasonably be looked 
for. These the Federal administration is now in a fair way to 
secure. 
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Earnings and Income.* 
By Seymour Watton, C.P.A. 


One of the unfortunate things about the profession of 
accountancy is the absence of any supreme tribunal which’ can 
pass on questions about which there is an honest difference of 
opinion, and can render a decision which will be binding upon 
individual practitioners. Our brethren of the law have their 
supreme court to whose dictates they must conform, however 
unwillingly, or be thrown out of court. In the absence of any 
corresponding arbiter in our profession, it is left to each indi- 
vidual to be a law unto himself, and the result is a mass of con- 
flicting opinions on many subjects, each one of which receives 
its value principally from the reputation of the person holding 
it, or the more or less convincing way in which he can express it. 

In nothing is this lack more clearly seen than in the defini- 
tions of the terms in constant use by accountants. Where these 
terms originated it is often impossible to ascertain, and it is 
often equally difficult to explain the reason for their use in the 
particular sense that has been given to them. The result is often 
confusion in the minds of those who are learning the fundamental 
principles and have not yet acquired the fluency in the shibboleths 
‘ of the profession which comes from long practice. For instance, 
we speak of a “controlling account,” but no one seems able to 
say in what way it controls the detailed accounts which go to 
make it up. In fact, since it is in the detailed accounts that all 
movement originates, it would seem more logical to say that they 
are the controlling accounts and not the one usually so desig- 
nated. It would seem better to call this the representative 
account, since it does represent in bulk all the items of the under- 
lying accounts. But there is no authority to which we can appeal 
to order the change, and we are forced to continue the use of 
a term which does not describe the thing for which it is supposed 
to stand. 

We find the same difficulty when we take up our present sub- 
ject. “Income” would naturally be supposed to mean anything 


*A Lecture delivered at St. Paul Institute School of Commerce, December 18, 1008, 
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which comes in, and in this sense it is largely used by the ordi- 
nary business man. Its more restricted employment by the 
accountant to represent profit iterns is often the source of con- 
fusion in the mind of his client, whose principal concern is apt 
to be where the receipts of money came from and whither its 
disbursements have gone. The word “ earnings” is much more 
exact as a descriptive term, and it would be better if it could 
be used exclusively. 

The question that concerns us now is what constitutes earn- 
ings or profits? The importance of the question arises from a 
variety of reasons. Since dividends can be paid only out of 
actual profits made by the business, it is essential to know just 
what profits are legitimate in order that the directors of a com- 
pany may not be made personally liable for the payment of a 
dividend that is not justified. As the whole of a business, or a 
share in it, may be offered for sale, its value is determined by 
the amount of its profits for a given period, and if the profits are 
wrongly ‘stated the value is correspondingly affected: As the 
making of as large a profit as possible is the end and aim of 
all commercial enterprises, the result of certain actions in regard 
to the conduct of the business as reflected in the increase or 
decrease of the consequent profits is the principal criterion by 
which to judge of the wisdom of such actions, and forms the 
chief argument as to whether they should be continued or 
changed. The determination of the value of goodwill, the com- 
parisons between different departments of a business or between 
different periods of the life of an enterprise are some of the other 
reasons for desiring an accurate basis on which to calculate true 
profits. 

One of the first characteristics of the ordinary statement of 
profits is that it is an estimate only and not a positive truth. No 
profit can be determined with absolute accuracy until it is real- 
ized in something that can not be deteriorated. The only abso- 
lutely fixed value is cash actually in hand, and, until the earnings 
are actually realized in cash they are subject to change through 
a change in the elements that made them up. As these elements 
consist of such things as the inventory of material on hand, the 
cost of finished or partly finished goods, the wear and tear of 
machinery expressed in the depreciation reserve and the liability 
to loss from bad debts, the accuracy of any statement of profits 
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is governed by the accuracy of the value placed on these items. 
Since this value is at best only an estimate based on the judgment 
of the persons making it, the showing of earnings can be only 
an estimate whose worth depends on the validity of that judg- 
ment. All that can be said therefore in regard to the profits 
shown by a revenue account is that they are correct, if the esti- 
mates leading to them are also correct. No profit can be more 
definitely stated until the business is actually wound up and all 
the assets realized in cash. It is therefore extremely important 
that the greatest care be exercised in scrutinizing all asset 
accounts with a view to determining whether they are carried 
on the books at a figure which they can reasonably be considered 
worth. By applying this principle it may be that the most sus- 
picious entries will prove to be susceptible of completely satis- 
factory explanation. An accountant, not of the highest rank, 
was once engaged in ascertaining whether the stock of a certain 
company had been fully paid up out of legitimate accumulated 
profits, as the books seemed to show. He found one entry 
crediting profit and loss and charging plant and machinery 
with a very considerable sum. It looked like a purely forced 
entry and, as the manager was a friend of his, he refused to go 
on with the investigation, as he did not wish to make a report 
reflecting on the honesty of the transaction. Other accountants 
were sent for, who became equally suspicious of this particular 
entry, but they went more thoroughly into the affair and dis- 
' covered a number of items charged to expense and subsequently 
to profit and loss that were legitimately plant and machinery. 
The final inventory of the plant and machinery showed that this 
amount was necessary to bring the account up to the actual value 
on hand and that the entry was correct if the inventory was. As 
the inventory was undisputed, the accountants reported that the 
profit and loss account was correct and that the capital had been 
legitimately paid up out of profits actually earned. The first 
accountant had not gone deep enough to get below the surface 
and ascertain the why of the entry in question. 

There is not so much uncertainty in regard to the liabilities, 
as usually the only point to be settled in regard to them is as to 
whether they are all included in the accounts. Occasionally 
it is found that the liabilities that aré accrued, but not due, are 
omitted from the calculation, as in the case of a public service 
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corporation whose secretary made up a statement of earnings on 
June 1, for the previous five months, putting in all the items of 
earnings and expense for the time but ignoring the accrued 
interest on $750,000 of five per cent. bonds, on the ground that 
the coupons were not due until July 1, and was therefore not a 
liability until that date. Such an error is too glaring to need 
serious consideration. 

In considering the valuation of the assets in regard to the 
effect on the profits, a distinction must be made between the 
fixed and the floating assets. The fixed assets are those which are 
of value only as far as they are serviceable to the business by 
their employment in the work of transforming the floating assets 
from a condition of raw material to that of a finished product 
that is capable of being realized upon in cash. While their use- 
fulness may be, and in fact necessarily must be, impaired by wear 
and tear and other causes of depreciation representing a loss or 
expense, it is not increased by any temporary or even permanent 
rise in market price; as might happen in the case of a building 
owned by the company which, from its location in a growing 
neighborhood, might have become more valuable from the point 
of view of a real estate man. There is no warrant for writing 
up the value of such an asset so as to show a profit, unless 
possibly the enhanced value is due to the building of a new rail- 
road track or other transportation facility that, by reducing the 
cost of handling the goods, has conferred a distinct and direct 
benefit on the business; and even then the advisability of such a 
course would be very doubtful, since the direct benefit of lower 
transportation charges would be reflected in the increased net 
earnings and the writing up of the asset value for the same 
cause would have the effect of doubling the resultant profit. As 
the rise in value of fixed assets is not realizable during the life 
of the business it should not be allowed to increase the profits 
of any given period. If the fixed asset is actually sold, the 
excess of the price realized over the amount at which it was car- 
ried on the books is, of course, a legitimate profit, though it is 
one that must be carefully distinguished as an accidental one, and 
not allowed to swell the ordinary operating profits. 

On the other hand, it is not necessary to charge a decrease 
in the market value of a fixed asset against profits except so far 
as such decreases is caused by the operation of the business. It 
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is necessary that all the fixed assets should be kept up to the 
proper standard of efficiency and a sufficient depreciation should 
be regularly charged off to replace them when their usefulness 
is at an end. Fluctuations in value in the mean time can be 
ignored, though there would be no objection to the conserva- 
tive course of writing down real estate if the price of vacant 
property in the neighborhood showed a permanent falling off. 

In a celebrated English case the value of real estate was 
written up on the books, because the prevailing market price 
had advanced. The company was one authorized to deal in land 
and the buildings erected on it. After several years’ operation the 
unsold portion of the land was written up on the books to its 
market value and the increase was credited to surplus, out of 
which extensive dividends were paid. Before the land was finally 
sold the price reverted to its original figure and the capital 
became seriously impaired. The directors were held personally 
liable for the dividends which had been paid out of the unrealized 
increase in the nominal value of the land. 

This brings us to a second characteristic of a real profit; that 
it must be realized;-or-insuch Shape that itis represented by 
assets immediately available; in other words, it must be more 
or less tangible. An instance that violated this rule was seen in 
a statement made by a street railway to prospective purchasers 
of the entire stock, showing net earnings of eight per cent. per 
annum for a period of nearly two years. The statement was 
' signed by the secretary and was said to be a correct copy of the 
books. The intending purchasers sent an accountant to verify 
the statement, which was found to be absolutely correct as far 
as the books were concerned. But there was an item of $50,000 
to the credit of profit and loss, which arose in this way: The 
company was a combination of three other companies. In 
acquiring the constituent companies payment was made in stock, 
bonds, and some money. One man who received $100,000 of 
stock offered to sell it back to the company for $50,000. As the 
company had just floated its bonds the offer was accepted; 
treasury stock was charged $100,000; cash, of course, was cred- 
ited $50,000 for the money paid, and the question was what to 
do with the other $50,000. This question the secretary answered 
by crediting it to profit and loss, and, what was worse, he 
included it in the gross earnings in his statement. He seemed 
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perfectly honest about it and was very angry when the account- 
ant threw it out and credited it to plant and franchise account 
in the statement which he made for his clients. A very simple 
analysis of the relations between the capital stock and the plant 
and franchise account showed that the capital account really 
represented no actual value, since the road had been, as usual, 
purchased entirely with the bonds, and in order to offset the 
fictitious credit to capital, the plant and franchise account had 
been swelled to a corresponding amount beyond its real cost. 
In other words the capital was all water and the. transaction 
consisted simply in squeezing $50,000 of water out of the plant, 
which should, therefore, have been reduced to that extent. In 
spite of the arguments of the accountant, the secretary stood his 
ground and afterwards furnished his own figures to the brokers 
who negotiated the sale of the bonds, and they were published 
by the brokers as a true statement of the earnings of the com- 
pany. 
This case also illustrates a third characteristic of a true profit; 
that it must add actual value to-the-net-worth of the business. 
Since the stock of the railroad company was of no real value the 
payment of the $50,000 for any portion of it had the effect of 
depleting its cash resources without diminishing in any way any 
real liability, and therefore was an actual loss, instead of a profit. 
This principle, that a profit must mean an actual addition to 
value, and the converse that a loss must be an actual diminution 
of net worth, effectually disposes of the contention of those who 
claim that a reserve chargeable to revenue should be set up 
against a sinking fund established for the extinguishment of a 
bond liability. When the sinking fund securities are bought 
there has taken place only a change in the form of assets from 
cash to bonds. The total of the assets remains the same and the 
net worth is unchanged, therefore there is no diminution to be 
represented by a charge to revenue as a loss. 

A perplexing question arises sometimes, however, as to 
whether a real addition to the net worth is a profit in the sense 
of true earnings or is an addition to the principal. This ques- 
tion is most likely to occur in the case of estates in the Probate 
Court, where there is a life-tenant who receives the income dur- 
ing life and a remainderman to whom the principal of the estate 
réverts at the death of thé life-tenant. It will be seen at once that 
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there are here two conflicting interests and that if money is 
paid to the holder of the life interest, as income, which is in reality 
an addition to the value of the estate, or the payment of which 
diminishes the amount rightfully due to the remainderman, when 
the life interest teminates, then the remainderman will have a 
claim against the trustees of the estate. On the other hand the 
holder of the life interest will naturally claim everything as 
income that can possibly be construed to be such. 

The accountant is frequently asked to determine this question, 
but unless the matter is very plain he will seldom be able to do 
more than give his individual opinion and the reasons for it. 
The only safe plan for the trustee to follow is to refer the matter 
to the Probate Court and obtain positive instructions in a duly 
recorded order of court. 

In some cases there is no doubt of the true position. Profits 
on sales of bonds or other property originally the property of 
the testator, which have been sold at prices above those at which 
they were inventoried to the trustee are additions to principal and 
not income. Conversely, losses on such sales are chargeable to 
principal. If, however, the bonds were investments made by 
the trustee himself, it is a question whether profits on them should 
be added to the principal or treated as an income from trading by 
the trustee. The bulk of expert opinion is rather in favor of add- 
ing them to the principal, as they result from a change in assets 
and are not a regular income from them. 

In the case of wasting principal, as in a mine, the trustee 
who is directed to pay the income to a life-tenant, would not be 
justified in considering all the dividends received as income. He 
must provide for the wasting of the principal so that he can 
turn over to the remainderman an equivalent for the reduced 
value of the stock in the mine when he receives it. The testator 
may have been in the habit during his life of calling all receipts 
from this source income, but unless the will is very explicit in 
directing that all receipts are to be paid to the life-tenant, the 
trustee would be bound to protect the interests of the remainder- 
man, and an accountant should advise him to retain and reinvest 
a certain proportion of the so-called income as an offset to the 
waste of the principal. It may be that the company declaring 
the dividend may have made such provision itself by means of 
a sinking fund or otherwise, in which case the trustee would 
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be justified in regarding the money received from ordinary divi- 
dends as all income. 

Bond premiums are in the nature of a wasting asset, whether 
they are bonds received at market value in the original inven- 
tory or purchased above par by the trustee himself. There have 
been different decisions by different courts on this point, but it 
would seem as if the only just method was to calculate the inter- 
est at the basic rate on the total cost of the bonds and to retain 
and reinvest the difference for the benefit of the remainderman. 

Alterations and additions to property enhancing its value and 
extraordinary repairs to put into good condition property newly 
purchased are a charge against the property and, therefore, 
the principal of the estate; but, of course, ordinary repairs and 
maintenance are chargeable to the income of the property. 
Expense on unimproved land, including the taxes, would always 
be a charge against principal, on the ground that there is no 
income from such property to which to charge it, and also that 
such expense is incurred with the expectation that the value of 
the land will correspondingly increase to the eventual benefit of 
the principal. 

In regard to contracts a very good authority says that “ the 
trustee must carry out any contracts entered into by a testator 
prior to his death, and any profits resulting therefrom will belong 
to the principal and not to income.” It would seem more equitable, 
however, to allow the life-tenant such an amount of the profit as 
the proportion of work done subsequent to the death of the testa- 
tor in regard to the whole profit would indicate as the profit of 
the period during which the life-tenant had an interest in the 
profits of the estate. Otherwise the trustee would be using 
money to complete the contract for the sole benefit of the remain- 
derman, which should have been made to produce an income 
for the life-tenant. 

Rents and other fixed receipts are apportioned upon the 
basis of elapsed time; that is, the amounts accrued but not due 
at the death of the testator belong to him as principal, while all 
that accrued after his death is income. But this does not apply 
to dividends on stock. Although dividends may be partially 
earned and in the nature of things usually are earned during each 
of the months prior to their declaration, they are considered to 
have no existence as an accrued value until they are actually 
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declared. In the case of interest on loans the common law holds 
that it accrues from day to day, and that therefore the portion 
accrued at the date of the death of the testator belongs to the 
principal; but Massachusetts and English courts have held that 
interest on bonds both of public and private corporations, when 
evidenced by coupons, is not apportionable, on the ground that 
each coupon constitutes a separate contract to pay a definite 
amount at a certain time. It would seem more equitable to con- 
sider that such interest was apportionable, as it is fixed and definite. 
unlike a dividend which can not be determined until declared. 

Profits in a partnership, it has been decided, are not apportion- 
able, principally because in a business profits do not accrue 
steadily from day to day and therefore can not be determined. 
Generally this question would not arise on the dissolution of a 
partnership by the death of one of the partners, because then 
the books should be closed and the exact division made on an 
inventory of all the assets, approved by all the parties in interest ; 
but it may arise in case a business is carried on by trustees when 
the question would not be the settlement of the profits as 
between partners, but as between the estate of a deceased bene- 
ficiary and a succeeding beneficiary. In the case of partnership 
profits, the important date is the period for which they are 
ascertained, nor the date on which they are ascertained. While 
partnership profits are not apportionable, interest on partners’ 
capital, when allowed, is apportionable as other interest is. 

That this may be an important question is made especially 
evident in cases where extraordinary cash or stock dividends are 
declared. A typical case is that of the estate of a man who died 
in 1903 leaving, besides much other property, stock in the Rodgers 
Ballast Car Co., of the face value of $15,000. It paid handsome 
cash dividends regularly, which were, of course, income. In 
1906, in anticipation of a reorganization and combination, a stock 
dividend of one hundred per cent. was declared together with 
extra cash dividends of four hundred per cent. or $60,000. In 
the transfer to the National Dump Car Co. the estate received 
from the new company $37,500 cash and $37,500 stock. The 
original stock had thus been increased by $22,500 after having 
received $97,500 in actual cash or a total increment of $120,000 
on an original capital of $15,000. As the original stock was in 
the estate from the beginning, all this increase was considered 


460 


rf 
x 
= 
Ag 


Earnings and Income. 


capital. But if there had been a life tenant in this case it is ques- 
tionable whether he could not have claimed such part of the cash 
dividend as he could have shown from the records of the com- 
pany had been earned since the death of the testator. 

This question has been rendered more difficult of a satis- 
factory answer by conflicting decisions of different courts. One 
by the United States Supreme Court says, “Reserved and 
accumulated earnings, so long as they are held and invested by 
the corporation, being part of its corporate property, it follows 
that the interest therein, represented by each share, is capital 
and not income, of that share as between the life-tenant and the 
remainderman. A stock dividend really takes nothing from the 
corporation and adds nothing to the interests of the shareholders. 
After such a dividend as before the corporation has the title in 
all its corporate property, the aggregate interests therein of all 
the shareholders are represented by the whole number of shares ; 
and the proportionate interest of each shareholder remains the 
same. The only change is in the evidence which represents that 
interest, the new shares and the original shares together repre- 
senting the same proportionate interest that the original shares 
represented before the issue of the new ones.” 

However, a New York decision says: 

“When a stock dividend declared by a corporation and allotted 
to shares of its original capital stock belonging to a testamentary 
trust estate, constitutes as a matter of fact a distribution of 
accumulated earnings or profits, it represents income and belongs 
to the life-tenant of the trust as between him and the remainder- 
man.” 

A decision in Pennsylvania seems to give the proper solution 
of the whole problem, in which the method of apportionment 
adopted was to ascertain the difference in value between the old 
stock owned by the trust at the date when the trust was estab- 
lished and that of the old and new stock together at the time of 
the stock dividend. The surplus earnings being left as large as 
when the trust began, the increase in value was held to belong 
to income. In this way the real value of the stock at the time 
the trust was established, regardless of its face value, is con- 
served to the remainderman, which is all he is entitled to, and he 
can not complain of any increase beyond that, however large, 
being enjoyed by the life-tenant as income. 
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The conflict in the decisions of different courts was exem- 
plified in the case of a dividend of this character payable to two 
estates, one in Massachusetts and the other in Connecticut. 
Although the conditions were identical, the dividend was decided 
to be income in the first state and principal in the other. 

The only recourse for the accountant is to refer all such 
matters back to the court for decision, so that whatever exception 
is taken to the final action adopted, he will be fortified by the 
order of the court. In the meantime we must do our best to 
educate lawyers either in accounting principles, or better, in a 
knowledge of the advisability of consulting accountants when- 
ever they are called on to draw up documents of any kind deal- 


ing with accounting ideas. 

A question that is often brought to the attention of the account- 
ant, and which he must answer, is as to whether a business is 
justified in charging a profit in its operating department on 
work done for its own construction or capital account, or whether 
such work should be charged to construction at actual cost. 
Mr. A. Lowes Dickinson says: 

“In a going concern a conservative course is generally adopted, and 
no charge is made beyond the labor and material cost, for expenditures 
of moderate amount on additions to the property; but, on the other 
hand, if a new and distinct plant were in course of construction, and 
producing no earnings from operation, the whole of the administration 
expenses, and the interest paid on loans raised for this special purpose 
would be charged to construction account, and rightly so, being neces- 
sary elements of completing the work. This at once suggests the argu- 
ment that what is reasonable and proper in the latter case should also 
be reasonable and proper in the former, particularly if facilities are 
employed which would otherwise be used on profitable work for outside 
parties. 

“It must, however, be remembered that profits can only be made out 
of the sale of products; and that it is, therefore, incorrect that a concern 
should take credit for profits on work which is not intended for sale, 
and will, in all probability, never be sold as long as the concern is con- 
tinuing to carry on business. It would follow then that no charges should 
be made to construction for expenses which would have been equally 
incurred if there had been no such construction, and would in that 
case have been charged against profits; although if special loans have 
been raised to provide funds for construction purposes, and a special 
staff of employees maintained for this sole purpose, it would seem 
quite legitimate that the interest paid on such loans, and the salaries 
of the special staff, should be charged to construction account until 
the work under construction is in full operation. Any other method 
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might result in the creation of paper or fictitious profits, which would 
not be realized as long as the property was operated, and might never 
be realized on an ultimate sale thereof. A good instance is the case 
of a railroad building large extensions, the material for which in con- 
siderable quantities is carried over its own road. The freight on this 
material forms part of the earnings of the road, and if the new construc- 
tion bears a large proportion to the mileage in operation, the earnings 
will be swelled to abnormal proportions by the additional traffic so 
created, and the road will appear, for a short period, to be earning 
profits entirely out of proportion to those derived from its normal 
operations. The whole of this increase is really fictitious and does not 
add to the value of the stock in any way. 


“Managers of the operating departments of a factory frequently 
claim that they should be allowed to charge a profit on construction 
work carried out for their own mills, on the ground that if the work 
were done outside they would have to pay a profit, and at the same 
time would set free their own facilities to carry out additional work 
at a profit for outside customers; and they even go so far as to say 
that if they can not charge a profit on construction work so carried out, 
they will in future have the work done on outside contracts. It must 
be admitted that this is a plausible argument, but a little further con- 
sideration will show that it is fallacious. There is here a confusion 
between a profit and a saving. The reason that a concern undertakes 
its own construction work in place of letting outside contracts therefor, 
is that it can by that means effect a saving in its expenditure, by 
taking advantage of its own capital and facilities to carry out the 
work instead of using the organization and the capital of others, upon 
which it would have to pay a profit. The saving so effected is of con- 
siderable advantage in that it reduces the amount of capital invested 
and future earnings will represent a larger return on the investment. 
Moreover, it is seldom true that the use of a corporation’s own facilities 
for construction expenditure really means the throwing away of profitable 
work for outsiders, which would otherwise have been undertaken. It is 
doubtful if any well managed concern ever refuses profitable orders, 
because of its own construction work. Its organization can and will, 
almost automatically, expand sufficiently to provide for any increase in its 
operations which is likely to be thrown upon it. Moreover, if a sum 
be added to the cost of construction and credited to profit and loss, 
to represent the profit which would have been earned by the company 
if the work had been done for outsiders instead of for itself, this profit 
can only be made available for distribution by increasing the amount of 
capital contributed for new construction work; and it can hardly be 
considered good financial policy to increase indebtedness for the pur- 
pose of paying dividends. The only sound principle that can be adopted 
is to charge to construction all costs and expenses which are directly 
attributable to that construction, but nothing for indirect expenses, inter- 
est, or profit.” 
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As the inventory is the basis of all profit calculations it is 
essential that it should be properly taken. The usual rule is that all 
raw material should be valued at cost, unless the market price is 
lower, the conservative course being to take whichever value is the 
lower and not to take a nominal profit in case the market happens 
to have advanced. It is sometimes difficult to persuade the manu- 
facturer himself that this is the true course for him to pursue 
and to show him that he has really made no profit until he has put 
his material into shape in which it is in process of realization 
in money or its equivalent. No principle seems to be better 
established than the one that makes a profit belong to the 
year in which it is finally realized, and therefore confines it to the 
period in which the goods are sold. The rise in market price 
of the raw material, besides its not being a realized value, is not 
necessarily a permanent one and the profit that may have been 
wrongly written into the books may disappear before the goods 
are made up. 

It is often said that it makes little difference on what basis 
an inventory is made, provided the basis is the same from year 
to year. It is easily seen that any radical change in the method 
of calculating the inventories would affect the results, and that a 
constantly changing basis of cost would lead to serious irregu- 
larities in the profits shown between one period and another. 
But even when the basis is the same from year to year, there may 
‘be large and unxpected discrepancies between the profits shown 
in different periods if the basis is erroneous, even if it be con- 
servative and really below true cost. If the inventory thus 
undervalued should be very large at the beginning and very 
small at the end of a given year, the profit of that year would be 
abnormally large as compared with a year when the reverse con- 
ditions obtained. The reverse would be true if the two inven- 
tories were overvalued at an equal rate. If the sales were 
approximately the same for the two years and the profit rate had 
not materially changed, the management would naturally expect 
the profits to be equal and would be disappointed, agreeably or 
otherwise, at the unequal results, which they would be unable to 
understand unless they appreciated the effect of the erroneous 
valuation of the inventories. In saying that the basis of valua- 
tion should be the same, it does not follow that the prices should 
be identical, but the principles on which the values are based 
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should not vary, but should be as near actual cost as it is pos- 
sible to attain. This should be the case in any event as there is 
no valid argument in favor of any course which falsifies facts in 
order to make a conservative statement of the business. If the 
management wishes to be conservative it is better to accomplish 
this end by setting up large reserves, or by some other method 
which will be open to intelligent inspection and, if need be, 
criticism. 

This brings up the question of the advisability of the estab- 
lishment of secret reserves and the duty of the accountant in 
regard to them. This subject is one about which there exist 
the greatest differences of opinion among accountants themselves, 
some claiming and others denying the right on the part of the 
managers of a business without the knowledge of the board of 
directors, or of the board without the knowledge of the other 
stockholders, to establish such a reserve, which reverses the old 
quotation by making the better appear the worse condition. 

At the time of the defalcation of $690,000 in the First 
National Bank of New York several years ago, it was stated by 
the officers of the bank that the entire amount could be taken 
up without charging any of it to the undivided profits account. 
A great many persons were unable to understand how this could 
be done and only a few were any the wiser when told that the 
bank had a secret reserve. 

A secret reserve may take several forms, by the undervalua- 
tion of assets or the overstatement of liabilities or depreciation 
reserves, but they all_necessitate the understatement of profits. 
The object is to provide out of the excessive profits of prosperous 
years a fund which can be drawn upon to increase the profits 
of less prosperous ones, a sort of governor to make the machinery 
at least appear to be running at a nearly uniform rate. No one 
can dispute the fact that this is good policy. The contention is 
not as to the advisability of establishing the reserve, but as to 
whether it should be secret or not, and if so, whether the man- 
ager is justified in establishing it without the knowledge of the 
directors, or whether the directors only should be authorized to 
establish it without the knowledge of the other stockholders. Mr. 
Dickinson says: 

“Each case must be judged on its own merits. Where directors 
or managers have exercised a wise discretion in providing in advance 
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for contingent losses which are incident to the nature of the business 
and can not, from a reasonable point of view, be considered, as in excess 
of the amounts which a wise foresight would provide, it would seem that 
no exception should be taken to the undisclosed provision thereof. Where, 
however, reserves are made largely in excess of any possible contin- 
gencies, the amounts provided should be disclosed in the profit and loss 
account and probably also in the balance sheet, so that all those inter- 
ested may be in a position to form a reasonably correct opinion as to the 
financial position. For instance, a business such as banking is from its 
nature peculiarly liable to large and unexpected losses, the disclosure 
of which might prejudicially affect its credit and position in the eyes of 
the public and of its depositors, and possibly cause a disaster out of all 
proportion to the cause; and it is, therefore, obviously sound policy to 
accumulate such ample reserves as will enable losses to be met without 
any apparent disturbance of normal conditions; but so far as the majority 
of corporations and businesses are concerned, publicity in such matters 
is undoubtedly most desirable, and all reserves to meet contingencies 
which may occur in the future, but have not yet occurred, should be fully 
disclosed.” 


In these remarks Mr. Dickinson seems to be guilty of what the 
lawyers call a non-sequitur, since he reasons that because it is con- 
ceded to be a good thing to establish adequate reserves against 
contingencies, therefore secret reserves are to be allowed, pro- 
vided a wise discretion is observed, but he does not say what a 
wise discretion is, nor who is to be the judge of its wisdom. 


Those who defend the establishment of a secret reserve seem 
to look upon the bank or company as an unchanging entity, and 
claim that it is better to conceal abnormally large profits one year 
so as to provide against the necessity of showing unusually large 
losses in another year. In the case of a close corporation whose 
stockholders, or of a partnership whose members, know all about 
the business, there would be no serious objection, but there would 
also be no special reason for doing it. It would then be about on 
a level with the practice of the suburbanite who sets his watch five 
minutes ahead so that he may be sure to catch his train. In the 
case of a company whose stock is somewhat scattered, and may be 
sold at any time on the basis of the statements furnished to the 
stockholders, it seems impossible to find any justification for the 
practice. The seller of such stock is unquestionably defrauded 
out of the increased price that he could have obtained if the true 
condition had been known to him and to the buyer. If the buyer 
happens to be one of those on the inside, with knowledge of the 
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secret reserve, while the seller is ignorant of it, the injustice to 
the latter is still more flagrant. In the case of the bank mentioned 
the one item referred to amounted to fourteen per cent. of the 
total capital. All sales made prior to the discovery of the short- 
age were based on wrong assumptions to the detriment of the 
seller. 

To obtain a clearer idea of the justice of such a practice it is 
necessary only to look at the true nature of a corporation. It is 
not probable that any one would defend the managing partner of 
an ordinary co-partnership if he deliberately understated the 
profits so as to prevent his partners from drawing out a greater 
dividend than he in his wise discretion thought proper. But the 
officers and directors of a corporation are simply the managers of 
a partnership affair, the act of incorporation being for the purpose 
of limiting the liability and for greater convenience of action, but 
not in any way causing the company to differ from an ordinary 
partnership other than in these points. 

The auditor who is acting for the stockholders of a company 
would not seem to be justified in signing a certificate to a state- 
ment which contains a secret reserve or any other element that is 
not exactly in accordance with the facts. Even when he is em- 
ployed by the president or the directors he still owes a duty to the 
stockholders, for although not made directly to them his report is 
to be used with the stockholders and it should be as carefully pre- 
pared as if made originally to them and should contain nothing 
which would cause any stockholder to make an incorrect deduc- 
tion as to the true condition of the company. 

It may be objected that the secret reserve is often contained in 
items that have temporarily or permanently risen in market value 
above the cost at which they are carried on the books, and that the 
conservative man is opposed to writing up the book values and 
showing an unrealized profit. The answer to this objection is 
that exception is not taken to the reserve itself, but only to the 
concealment of it. It is not necessary to write up the value on the 
books if in the balance sheet or other statement furnished to the 
stockholders the increased value is indicated. If, for instance, it 
is in Stocks and Bonds account, the amount at which these are 
carried on the books would remain on the balance sheet, but there 
should be a note appended giving the market value. 

The point that it is intended to make clear is that the business 
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belongs to the stockholders and that they are entitled to all the 
information about it that it is possible to give them. If they make 
a foolish use of it by insisting on the payment of unwise dividends 
or in any other way, it is no one’s concern but theirs, and without 
their express consent no one is authorized to constitute himself 
their guardian in the administration of their property. 

Somewhat allied to this question is the discount on bonds. If 
bonds bought at a discount are held as assets, every one will agree 
that they should appear on the books only at cost, with a sufficient 
amount added each year to eventually bring them to par at 
maturity. But in the case of bonds issued by the company and 
sold at a discount, there has been some very curious reasoning to 
provide a way to dispose of the discount. It is unquestionable 
that the discount is really an interest charge, because if the bonds 
bore a sufficiently high rate of interest they would have realized 
par. The company prefers to lose the discount now rather than 
pay a higher interest throughout the life of the bonds, as it usually 
happens that the anticipated interest represented by the discount 
is less than the total of the additional interest necessitated by a 
rate high enough to make the bonds realize par. As every element 
that enters into the cost of a building or a railroad is chargeable 
to construction, including interest paid out or accrued during the 
time of construction, it is argued that since the bonds were issued 
to provide funds for the construction, and since the discount on 
them is really interest, therefore the discount is also chargeable to 
construction. The fallacy of this argument is that the discount, 
although undoubtedly interest paid in advance, is not interest for 
the time covered by the construction but by the whole life of the 
bonds. It is, in my opinion, false accounting to add this item to 
the construction account and thus swell the asset beyond its real 
value. It is no defense of this practice to say that the building or 
the railroad is worth more as an earning power than its actual 
cost. If there is any such aditional value it does not reside in the 
building or the road, but in the goodwill of the business or of the 
franchise and it should be so stated. 

The difficulty that confronts the accountant is the disposition 
to be made of the discount. If it is carried on the balance sheet as 
“ Discount on Bonds ” it has an awkward look, and therefore, the 
practice has arisen of hiding it in the construction account as the 
easiest way to get rid of it. It is not a very scientific method of 
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disposing of it, but it is doubtful whether any better plan can be 
adopted owing to the difficulty of bringing the subject before the 
accountants in such a way as to obtain an authoritative decision 
which will be recognized by all as final, another instance of the 
lack of a supreme court to which to appeal. 

An analysis of the conditions which exist when an issue of 
bonds is made at a discount may clarify the situation. If the 
bonds are sold at 85, for instance, the person buying them is justi- 
fied in considering that the present worth of those particular 
bonds payable at a remote future period is 85 and no more. But 
if the present worth to the buyer is now 85 it seems equally cer- 
tain that the present liability of the seller is worth no more than 
85. His liability to pay 100 at the end of twenty or thirty years 
is not in any sense equivalent to a liability to pay 100 to-day and 
there is no reason why we should so express it on his balance 
sheet. The truth seems to be that he has assumed a liability of 
85 to-day on the assumption that it is to be made the equivalent of 
100 in twenty or thirty years, by the annual saving of interest 
made by the sale at the lower price. If this view should prevail 
the proper entry would be a credit to the Bond Account of the 
amount realized from the sale, leaving the property account to 
show exactly what it cost, which seems to be the only amount 
which it should show. The average yearly saving in interest 
being known, the proper treatment of it would be to charge it to 
Bond Interest in addition to the coupons actually paid, and to 
credit it to the carrying value of the liability in the Bond Account. 
In this way each year’s operation would bear its proper share of 
the interest charge, including the discount, and the Bond Account 
would show the constantly increasing net worth of the liability 
which would thus reach par at the time the bonds matured for 
their face value. In the meantime the face value of the bonds 
should be shown on the balance sheet in parenthesis as the 
eventual liability. 

This subject is one that affects almost all the phases of 
accountancy and its discussion could be carried on almost without 
any limit. I am satisfied if I have been able to present some views 
of it which will lead to further consideration and eventually help 
to make a little more clear some of the problems that confront us 
in the active practice of our profession. 
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Should the Factory Show a Profit > 


By J. B. Kreps. 


It is sometimes asserted that better results may be obtained 
by making use of an accounting system which permits of a profit 
or a loss being shown by the factory, as well as by the selling end 
of a business. That. it is the opinion of many business men that 
such a system is beneficial, is borne out by the fact that many 
large manufacturing concerns are to-day employing it. A sys- 
tem, however, which treats factory accounts simply on a cost 
basis is unquestionably more logical, practical and clear. 

Looking upon the factory as an important dividend earner 
for the company no doubt stimulates the factory staff to make 
as good a showing as possible, but this same stimulus may be 
equally well applied by operating the factory accounts on a 
straight cost basis, providing a thorough, automatic system is 
employed, which constantly places comparative records of the 
cost of operations, and the running expenses of the plant, before 
the management. 

Where a factory profit and loss system is employed, it is 
best to establish fixed prices periodically, covering each kind of 
material supplied the plant, so that fluctuations in the purchase 
_ price of material may not affect the profit or loss_of the factory. 

If this is not done the factory profit degenerates largely into a 
mere matter of chance, as far as manufacturing is concerned. 
On this account such a system is, possibly, better adapted to a 
continuous process factory, than to a special order factory, as, 
generally speaking, there is a smaller variety of raw materials 
for which to establish prices. The product, also, would not 
consist of so great a variety of articles, which tends to simplify 
the fixing of rates at which to credit the plant for its product. 
These rates may be fixed per standard of weight or measure, 
or may be placed at a certain discount off the selling price. When 
the latter method is used, which is almost unavoidable in a 
special order factory, where a great variety of goods are pro- 
duced, it will generally be found that the rates allowed the fac- 
tory on some lines are less than the actual cost, and in other cases 
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more, owing to the cost of raw material or other agency over 
which the superintendent of the factory has no control. 

There is a tendency where a factory profit and loss system 
is maintained to depend largely on the periodical profit and loss 
statement to take care of the earning ability of the factory, and 
to forget that, while the balance may be on the right side of the 
account, many articles may still be manufactured at a con- 
stant loss to the company. The only efficient profit and loss 
system for a factory is one which shows clearly the final profit 
or loss on each line sold. 

In the case of a large plant subdivided into many depart- 
ments, through several of which the goods in process must pass, 
it would be necessary, in order to be consistent, to allot to each 
department its share of the factory profit or loss. To do this 
many fictitious rates would be required in order to charge out 
the goods from one department to another. The difficulty in 
drawing up equitable rates under such circumstances is obvious. 
Where such a system is employed—and the writer has seen more 
than one in actual operation—reliable costs are impossible. 

To illustrate this point, let us take the case of a special order 
factory, which has two sub-departments, each working up a dif- 
ferent raw material to a state in which it can be handled by the 
factory proper. Set rates would, of course, be fixed for charging 
out these materials to the factory. In figuring costs, these set 
rates would be used to cost the partly worked up material, if 
the cost records dovetail with the factory accounts. Any cost 
system which does nct dovetail with the factory and general 
accounts is unworthy of consideration. Now, in the case of one 
of these materials, the set rate may be too high, and in the 
case of the other too low, to cover the cost of raw material, 
plus labor and expense,—resulting, possibly, from fluctuations 
in the cost of raw materials. This being the case, reliable costs 
could not be obtained on the product of the factory. 

While the operating of a factory profit and loss system in a 
continuous process factory, or in a small plant, may at first sight 
appear to offer some vague advantages, a careful consideration of 
the question will show that the same difficulties would exist as 
with a large, special order factory. 

As an illustration of a few of the defects to be found in a 
factory profit and loss system (there are too many to be all dis- 
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cussed here), let us examine the profit and loss account of a 
company employing this system of accounts. 

First, we have a profit or a loss carried from the material 
account; which represents an over or an under charge made 
against the factory for material. . 

Second, the factory profit or loss, representing the difference 
between the aggregate charge for material, labor and expense, 
and the credit allowed the factory on deliveries. 

Third, we have a trading profit or loss, representing the excess 
which revenue is to the charge made for factory deliveries, plus 
commercial expenses, etc. 

If the plant be a large and complicated one, handling many 
different raw materials, and if the selling end embraces several 
branches, there would be so many considerations to be taken 
into account when examining the profit and loss statement that 
we could not accept anything as shown to be correct. A sales 
branch might show a loss. Would this really be a loss? If we 
had charged the goods up to this branch at cost, would a loss 
really have been shown? An infinite number of similar doubts 
would be bound to assail one in examining a statement based 
on such a system; and were the organization of the business a 
more simple one, this condition would only be altered in degree. 
This renders the system worse than useless. Such a method of 
accounting is a menace to the solvency of a business. 

Now, for purposes of illustration, let us suppose that a fac- 
- tory, operated on a profit and loss basis, continues to manufac- 
ture for stock during a given period, but that for some reason 
little or none of the product is actually sold. The factory profit 
on deliveries might still be sufficiently large to show a profit for 
the entire business. Would a dividend be declared from such a 
profit? This may seem an extreme case, but where a factory 
profit and loss system is employed, the inflation of values and 
the paying of dividends from anticipated profits is bound to occur. 

The simplest and most effective accounting system is one 
which bases the factory accounts on cost. The cost of each line 
of product laid down to the customer may then be known and 
compared with the selling price, and accounts may be compiled 
which display in a clear and concise manner the actual state of 
affairs. 


A Problem in Department Store Accounting. 
By Cuas. H. Scunepre, Jr., C. P. A. 


Department store accounting, while presenting no unusual 
difficulties, shows. much diversity as to methods of tabulating 
department purchases, sales and individual sales. All these 
methods include some system of finding each department’s total 
purchases and sales, although not with equal dispatch; few there 
are who are willing to carry the department idea to its logical 
conclusion or, having done so, to incorporate the results in the 
general books. A department store, although homogeneous, is 
a collection of separate units, each under its department manager, 
subject to the general management of the business, but held 
accountable for success or failure. Justice, therefore, demands 
that each department should be charged with its proportion of 
general expense and no more. 

A favorite method of stating the department operation is to 
show the result of trading,—namely, gross profit,—and distribute 
the entire expense in proportion to the amount of business; 
hence, the familiar expression that it costs so much to do busi- 
ness. This idea assumes that all departments had equal oppor- 
tunity,—equal proportion of capital, equal help, advertising, 
etc..—whereas, as a matter of fact, no two would be charged 
with the same amount of general expense, if properly distributed, 
assuming that the same amount of capital was allowed to each or 
did the same amount of business. Furthermore, a large per- 
centage of gross profit may not compare as favorably as a small 
percentage, owing to the difference of expenditure and the fre- 
quency of the turn of capital. 

The purpose should be to place the responsibility of a 
decreased net profit and an increased general expense where it 
properly belongs. This can only be accomplished by separating 
expense into direct and indirect expense, and distributing the 
latter with equal justice. 

The accompanying ruling (Figure 1) of a department ledger 
was designed to meet the requirements of showing exactly what 
it costs to sell a certain class of merchandise, and the resulting 
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net profit. It admits of being used separately or incorporated 
into the general ledger. The purchases and sales of each depart- 
ment being gathered from the department invoice and sales books, 
there would be no necessity of keeping a separate merchandise 
or merchandise purchase and sales account. The same can be 
said of the incoming freight account. The discount column may 
require some explanation, and can be discarded if desired. As 
the terms of purchase vary, say from net to ten per cent, it can 
readily be seen that the requirements at time of settlement will 
be hard to determine, unless some method of adjusting the differ- 
ence of rates is devised. This is met by adding or subtracting 
the total difference in rates to or from the total invoices when 
the terms are less or more than 6 per cent. This idea can also 
be used to advantage in requiring department managers to secure 
the best possible terms by allowing credit to their department 
for what they make above 6 per cent, or charging them with 
what they lose below 6 per cent. It is with the latter conception 
in view that it was incorporated in the department ledger, and 
should be offset by a department discount account in the general 
ledger. Salaries are a known quantity and easily secured; also 
advertising which the advertising manager will supply. Insurance 
should be based on average stock. 

The distribution of indirect expense will prove more difficult. 
Those items that do not vary much, such as management, account- 
ing, rent, heat, light and power, etc., should be apportioned in 
proportion to the average capital of each department. Those 
items which vary with the amount of business done, such as 
wrapping and shipping expense, should be apportioned in the 
proportion that the business of each department bears to the 
whole. The distribution of purchases and sales should be made 
weekly; also salaries, advertising and freight, whereas indirect 
expense could be handled more advantageously monthly. 

In connection with a department ledger, there should also be 
kept a general expense book properly classified. The classifica- 
tion shown in Figure 2 enables a weekly or monthly compari- 
son of expense and the placing of responsibility for increase or 
decrease. 
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EDITORIAL. 
Adults and High School Studies. 


We print on another page an interesting letter from a citizen 
of New Jersey, who “ holds a responsible position as accountant 
for a large manufacturing concern,” complaining because the law 
admits toC. P. A.examinations only persons who have had a 
high school education or its equivalent. “ Am I barred,” he asks, 
“from taking the C. P. A. examinations just because my early 
school education was neglected? Must a man,” he asks, “ spend 
three or four years of spare moments in study just to overcome 
this unimportant obstacle? Suppose he be a married man, who 
cannot afford such a sacrifice.” 

This correspondent would doubtless admit that the general 
education of a Certified Public Accountant ought at least to be on 
a par with that of the average graduate of the four-year high 
school. He would doubtless also admit that it is highly desirable 
that the practice of accounting shall attain professional rank both 
in reality and in public estimation. Indeed, he. will probably 
admit that the accountant, like the lawyer or doctor, ought to be 
a broadly educated man, that his mind ought to be well dis- 
ciplined, that he should be able to write clearly and correctly, that 
he should know something of the history of his country and of 
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Europe, that he should have some knowledge of scientific method 
and achievement, that in short, he should be able to mingle with 
successful business men without apology for his ignorance of 
things which among them are matters of common knowledge. 

Our correspondent does not object to the requirement that a 
young man preparing to be an accountant should first obtain a 
high school education before he be permitted to try the examina- 
tions for the C. P. A. degree, but he evidently believes that the 
law ought to be more liberal toward men who had passed the 
high school age when the C. P. A. law was enacted. The State 
laws uniformly contain a waiver clause exempting from examina- 
tion men already established in the practice of accountancy, but 
this clause gives no comfort to the large body of young men 
between the ages of twenty and thirty who were preparing 
themselves for the profession when the law was passed. Such 
men, if they wish to become Certified Public Accountants, must 
get the school books used by boys between the ages of fourteen 
and eighteen and cram their contents until they are able to satisfy 
boards of examiners that they have the equivalent of a high 
school education. Such work is undoubtedly distasteful and is 
probably of little value from the educational point of view. 

It is difficult, however, to provide a satisfactory substitute. 
It would seem nevertheless that the men in the position of our 
correspondent have rights which ought to be considered. We 
know very intelligent men of thirty years or more who are fitting 
- themselves to be accountants, who have read widely, who write 
good English, who have a culture and knowledge far surpassing 
that of the average high school graduate; yet these men, in order 
to pass high school examinations, must study text books adapted 
to the intelligence of boys and commit to memory formule and 
facts which have little or no value in themselves, however great 
their disciplinary value to the adolescent mind. We are inclined 
to believe that our state boards of examiners might find some 
more reasonable method for testing the culture and attainments 
of men in this class. The class includes all men who had reached 
their majority at the time of the enactment of the C. P. A. Law. 
For such men, if they lack a high school diploma, the examiners 
might provide special examinations testing their knowledge of 
history, their acquaintance with the great questions of the day, 
and their ability to write English. In other words, just as the 
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laws exempt men from the C. P. A. examinations who are already 
engaged in the practice of accountancy, so it might also properly 
exempt from the high school test men who had passed the high 
school age when the law was passed, and substitute for them a 
more general test as to character, ability and attainment. 


Accounting Definitions. 


The first paragraph of Mr. Seymour Walton’s paper on 
“Earnings and Income,” which appears in this number, raises 
a question of considerable importance. 

There is no doubt that much accounting nomenclature is 
unsatisfactory, both through the use of terms in technical senses, 
which are far removed from their ordinary significance, and 
through the use of different terms with substantially the same 
meanings, or the same term with widely different meanings. 
For instance, it would puzzle any one to distinguish at all 
accurately between “earnings,” “income,” “revenue” and 
profits ”; and again, such words as “ reserve” are used in alto- 
gether different senses to cover anything from a provision for a 
known liability or shrinkage in value to the setting aside of 
surplus earnings. 

This has, of course, long been true, but at the present time 
there are two conditions which seem to render the subject 
particularly important: one, the activities of the Interstate 
Commerce Commission and of State Commissioners in estab- 
lishing classifications of accounts and definitions of terms; and, 
the other, the rapprochement between accountants and econo- 
mists, to which we referred in the January number. Both the 
Commissions and the economists appreciate the importance of 
exact definitions, and it seems inevitable that the meanings 
ascribed by them to terms which are used both by them and by 
accountants will become the generally accepted meanings unless 
accountants also awake to the importance of the question. 

As regards a supreme tribunal to dispose of such questions, 
the absence of which Mr. Walton deplores, it would seem that 
so far as these questions are matters of terminology, usage, and 
so far as they are more than questions of terminology, the law 
courts would be the only final authorities. Accountants can not 
establish any supreme tribunal, but they can and should, it would 


479 


i 
_ 
4 
d 


The Journal of Accountancy. 


seem, endeavor to agree among themselves, and then use all the 
influence they can command to secure that in both usage and 
legal decisions the accounting view shall receive proper con- 
sideration. 


Our Currency Problem. 


The article by Hon. George E. Roberts on “ Banking and 
Bank Note Currency,” printed in the March number of THE 
JouRNAL, is one that our readers should not pass lightly over. 
It handles a live question in language which every man can 
understand. Mr. Roberts, formerly Director of the United 
States Mint, and now president of one of the largest banks in 
Chicago, has a thorough understanding of the currency question, 
and is, furthermore, a master of the art of exposition. A reader 
who has made no study of the subject of banking can get from 
his article an excellent idea of the nature of the currency 
problem which is now perplexing the bankers of the United 
States. 

The panic of 1907 was largely due to the defects of our 
banking system. Our national banks are permitted to issue bank 
notes, but their circulation does not meet the needs of business, 
because of the artificial requirement that all issues shall be 
secured by a deposit of Government bonds. A financial panic 
like that of 1907 is always the product of a currency famine; of 
fear on the part of the public lest the banks may be unable to 
meet their obligations in cash. Countries like Canada and 
France, in which the banks issue notes without artificial restric- 
tions, never suffer from such panics, for the peoples of those 
countries are never disturbed by anxiety with regard to the 
ability of banks to meet the demands of their depositors. As 
Mr. Roberts points out, one of the first needs of the United 
States banking system is a change in the conditions governing 
the issue of bank notes. 

A second important currency need grows out of the fact 
that cur banks are isolated units. The system as a whole lacks 
unity and solidarity. Our National Bank Act does not permit 
the establishment of branches, so that the bankers in the East 
have no intimate relations with those in the West or South. 
Every bank in the United States, whether large or small, must 
depend entirely upon itself in a time of emergency. There is 
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no strong institution to which it can look for support. As a 
result, when troublous times come, 10,000 banks are scrambling 
after the country’s reserve fund, and then a panic is inevitable. 

In our opinion, both the needs of our currency and banking 
system can best be met by the establishment of a central bank 
under government control. This is a subject, however, upon 
which no man has a right to dogmatize. Nevertheless, it is surely 
time that the business men of the United States should realize 
that their banking system is inadequate. Every country in 
Europe has a better system, and we could to advantage take 
lessons even from China. Hence we urge our readers to give 
an hour to a careful reading of the article by Mr. Roberts. 


The Public Accountant’s Need. 


There is pending before the General Assembly “an act regulating the 
practice of public accounting; creating a Board of Accountancy; provid- 
ing for the granting of certificates and the registration of certified public 
accountants; providing for examinations, the suspension or revocation of 
certificates issued by the board; prescribing the qualifications of persons 
entitled to certificates as certified public accountants; defining misdemean- 
ors for a violation of the provisions hereof, and prescribing the punish- 
ment therefor.” 

The preamble quoted above explains the general purposes of this bill, 
which had its first reading in the Senate Feb. 4. Seventeen of the 
largest States of the Union, in the past 10 years, have passed similar 
laws. New York took the lead by placing such a law on its statutes 
about 12 years ago. Missouri is commercially the fourth State, but in 
this matter, which is of such vital importance in the commercial progress 
of the Nation, she has kept herself in an obscure position in legislative 
enactment. As a consequence, her native public accountants are at a 
disadvantage in competition with foreign accountants who have a legal 
standing in Missouri through the protection of the laws of their home 
State. 

The function of the public accountant is becoming more and more 
important. The day has passed when he was only called to administer 
extreme unction to a dying business, preach the funeral oration over a 
dead one or seek to revive the hopeless. To-day he is called into conference 
by the directors of large institutions to advise on momentous questions. 
His certificate appended to a financial statement inspires confidence in 
the Executive Committee considering the placing of a loan; gives stimulus 
to public investment where it appears in the prospectus of private or 
public enterprises. Missouri, like all the other progressive States, should 
have an adequate law for the protection and control of her public account- 
ants.—St, Louis Times, Feb. 24, 19009. 
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Note on Mr. Bion J. Arnold’s Report No. 7 
Submitted to the Public Service Commission. 


Mr. Bion J. Arnold’s report No. 7, submitted to the Public Service 
Commission for the First District of the State of New York, under date 
of December 31, 1908, contains such serious errors in financial accounting 
as to largely invalidate the conclusion he reaches on page 20, that “ with 
the return upon the investment now required by private capital there is 
now no field in New York City for the construction of a comprehensive 
system of subways entirely with private capital, unless the fare for the 
long haul passenger is something more than the present five cent fare.” 

Mr. Arnold takes as the basis for his figures the earning capacity and 
cost of operation of the present subway, as shown by its accounts for the 
year 1908, showing net earnings for operation, before providing for 
interest, sinking fund, or depreciation, of fourteen cents per car mile. He 
takes as his basic figures a cost of permanent way of $50,000,000, and of 
equipment of $25,000,000, and a car mileage of 50,000,00 per annum. 

On page 8 he quotes the maintenance charges for the three years, 
ending December 31, 1908, as “indicating that these expenses do not 
necessarily increase with the age of the subway.” In view of the fact 
that the subway has only been in operation for three years, that its rails, 
ties, roadbed, rolling stock, and power houses, and other operating equip- 
ment are practically new, and even in the lowest estimate of life have not 
been in use for one-half their estimated time of service, this conclusion 
seems dangerous. It would be safer and more correct to say that as 
the age of the subway increases, repairs must also increase, and that in 
addition provision must be made for obsolescence, particularly in equip- 
- ment. No doubt Mr. Arnold intends to provide for all this extra expense, 
and for other contingencies under the heading of depreciation; but if so, 
his estimated provision under this heading appears too low on any accepted 
basis of probable life. 

It is, however, in his treatment of the items of interest and sinking 
fund that Mr. Arnold’s figures are most misleading. To justify his con- 
clusion as quoted above, he must show that the net earnings of either the 
present or his future subway, after providing for all operating expenses 
and for accruing renewals and depreciation, are not sufficient to give a 
reasonable rate of interest on the capital invested. Assuming a provision 
for accruing renewals and depreciation of two per cent. on cost of perma- 
nent way, and five per cent on cost of equipment, which is not excessive, 
the figures correctly stated would be as follows: 


Present Future 
Subway Subway 
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Net earnings ......... 
Depreciation and accrued renewals 


Surplus available for remuneration of capital em- 
ployed before providing for taxes............ 9.5 


Equivalent in assumed investment of $75,000,000 and 
assumed car mileage of 50,000,000 to.......... -. 61-3% 342-3% 


This is the actual return on the total investment, and it only remains 
to consider how according to ordinary financial practice this capital would 
be raised. On a very common basis this would be, say by an issue of 
4% per cent. forty-year bonds, $50,000,000, requiring a sinking fund of just 
under 1 per cent. per annum, and by capital stock $25,000,000. 

On this basis the interest and sinking fund and bonds would absorb 
5% per cent. on $50,000,000, or 5% cents per car mile, leaving 4 cents per 
car mile equivalent to a\ dividend of 8 per cent. on the capital stock of 
$25,000,000, which is as good a return as invested capital could expect to 
realize on such an investment, and in addition the company would have at 
the end of forty years a property fully maintained up to modern standards 
out of its depreciation and renewal fund, and capable of earning 9% 
cents per car mile, equivalent to 19% on its then capital investment of 
$25,000,000. In Mr. Arnold’s proposed subway, the gross earnings per 
car mile are cut down to a very low figure, being presumably based on 
providing more comfortable conditions for the users of the subway. 
Whether as a matter of fact, in view of the rapid growth of population 
and travel, and the temperament of the people, such better conditions will 
ever prevail to any extent is a matter of doubt and of opinion; but if 
they do, his conclusions are/justified, as even the city of New York could 
hardly borrow at a lower rate of interest than 3 2-3%, and would have 
in addition to provide a sinking fund for the whole capital invested 
at say 1 per cent., equal to 1% cents a car mile. On the other hand, at the 
end of forty years, the city would have a property producing a free 
amount of income at even 5% cents per car mile of $2,750,000 to be applied 
in relief of taxation. 

Until the principle is recognized that an investment by a municipality 
in permanent assets requires permanent capital, or until taxpayers are 
educated up to the point of paying taxes partly for the benefit of posterity, 
the undertaking of such enterprises by municipal bodies on the ideal basis 
suggested by Mr. Arnold seems to be quite impracticable. The freedom 
from taxes granted to the present subway is in effect a subsidy from the 
city, and it is clear that if this practice be adopted in other cases; if the 
present subway results, with the addition to expenses of reasonable pro- 
visions for accruing renewals and depreciation, be at least maintained; 
and if further, the mistakes made in the present subway as set out by Mr. 
Arnold be avoided in future, such properties can be and will be operated 
to return as good an interest on the capital invested as in any other equally 
safe enterprise. 
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The Obligations of a Public Accountant.* 


As to uniformity in State enactments, it is quite essential for the 
reason that the accountant’s duties are co-equal with the investing power 
of the community whom he serves. His range of service cannot be con- 
fined within certain geographical lines; his field is of an interstate char- 
acter to a large extent. 

In your own State of Minnesota three efforts have already been made 
in the direction of securing a protective measure for the public, and it is 
to be hoped that upon the next occasion it will meet with a reception by 
your representatives and senators commensurate with its economic 
importance. 

The inclination by some, after superficial examination, is to view this 
matter as of direct benefit to those worthy gentlemen of your State who 
are now practicing as accountants. Let me point out that the benefit to 
them personally would be extremely remote and would not affect their 
professional standing to any considerable extent, because their lines are 
cast and have been cast for years, their professional reputation is beyond 
cavil, and their good-will as faithful servants of the public is established. 
Should such a bill again be presented and passed in Minnesota, I venture 
to say that it would rather be a burden, if anything, upon such practitioners; 
because it would show plainly to them their duty to their State in this 
matter of higher education for the development in the coming generation 
of the skilled accountant, whether his wishes are to be a “ Certified Public 
Accountant” or whether he acquire such certificate rather for the purpose 
of adding to his standing as an official of a business corporation. Or, it 
may be that some of the graduates will desire to follow scholastic lines 
_ and obtain positions in the colleges and universities that are now realizing 
the stentorian call of “ practical education.” 

Let me say a word to those of you whose desire is ultimately to practice 
as public accountants. Your proposed calling is essentially a profession, 
with all that the word implies as to the integrity of your relations in 
service, the inviolable and confidential nature of the facts acquired from 
clients in the course of your duty, and, it is obvious, that each step in 
contravention of this would be wrong and be sure to lead downward. 
There is no way in which you can avoid the individuality of your work, 
and to the extent that you preserve the confidence reposed in you, so is 
the measure of your success. 

You cannot consistently incorporate your business, either for the pur- 
pose of giving an appearance of magnitude which is false, or for the 
purpose of obtaining a little more profit by interesting financiers, merchants 
or lawyers in the fruits of your professional work. Nothing you can do 
would more readily destroy the ultimate. good-will that otherwise would 


*Extracts from an address by John A. Cooper, C. P.A., before the St. Paul (Minn.) 
Institute School of Commerce, November 27, 1908. 
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The Obligation of a Public Accountant. 


accrue to your name professionally from individual work well and truly 
done. Ask yourselves before any such step is contemplated whether you 
can possibly keep inviolate the affairs of clients when influential men, not 
of your own calling, can participate in the results and by their position 
as directors get indirect and illegitimate advantages. Such men, while they 
may for the time being hold commanding positions and wear the cloth of 
respectability, must inevitably come to a realization that they have allowed 
their self-interest to obscure their sense of propriety. 

Another feature that is frequently brought to the attention of those 
who have broad experience in this work is that of the young and ambitious 
practitioner who seeks by all manner of advertising methods to increase 
his business. In whatever way this thought comes to you, pause and ask 
yourself whether you are merely a skilled bookkeeper, possibly a little 
above the average, and well equipped to deal with tabulated statements and 
statistical schedules, handsomely finished off maybe by the stationer’s and 
bookbinder’s art; if such is the case you are justified, possibly, in <is- 
playing your wares and advertising for the purpose mentioned. But if 
you are one whose attainments are the result of a long period of special 
training in a profession which is justiy and frequently termed “the right 
hand of the law,” then how can you display and claim before the public a 
genius above that of your fellow practitioners? To make the matter more 
clear, let me say that there is no such thing as advertising in the pro- 
fession without one’s stultifying himself by braggadocia, because he, in fact, 
says to the world, “I have a greater intellect, I have a greater talent, more 
ability, I have exceptional aptitude above my colleagues.” 

If you wish to follow this profession, if your ambition leads you to 
make this your lifework, eschew such foolish and undignified means, hold 
your head high, treat your clientage with the utmost sincerity and confi- 
dence, and, irrespective of the size of your income, the community in 
which you live will honor and respect you. 


Personal Items. 


‘Mr. Frank G. Du Bois, C. P. A., announces a change of address from 781 
Broad Street to Union Building, Newark, N. J. 


Mr. Warrel S. Pangborn, C. P. A., has opened an office at 1 Liberty 
Street, New York City. 


Mr. J. E. Sterrett, president of the American Association of Public 
Accountants, visited the Tennessee and Kentucky State Societies during 
the last week in March. 


John R. Loomis, C. P. A.. New York, has been appointed chairman of 
the Committee on Review of Appropriations—Budget, vice Franklin Allen, 
C. P. A., deceased. 


485 


3 
/ 
=. 
ory, 
| 
| 
| 
j 
Vv 
2 
| 
q 
§ 
: 
d 
= 
| 


Correspondence. 


Too Old for High School Studies. 


February 6, 1909. 
To THE JouRNAL oF ACCOUNTANCY. 

It is with a great deal of interest that I read Toe JournaL or 
ACCOUNTANCY each month, and since it has been of such benefit to me, 
I feel satisfied that you will carefully consider my application for advice 
pertaining to the laws governing the Board of Examiners for C. P. A. 
students. 

A student of New Jersey must first submit to the Board of Exam- 
iners a high school diploma or its equivalent before taking up the C. P. A. 
examinations. 

My question is, therefore; Am I barred from taking the C. P. A. 
examination just because my early school education was neglected? 
No consideration is given to a man who has acquired sufficient knowledge 
in actual experience. In fact, holds a responsible position as accountant 
for a large manufacturing concern. Is such a man compelled to spend 
three or four years of spare moments in study just to overcome this 
unimportant obstacle? Suppose he be a married man, he can not afford 
such a sacrifice. 

You might suggest that I take an examination prepared by the Board 
to qualify for the equivalent of a high school diploma. Such a procedure 
would be almost as unreasonable when you consider that my examination 
would be on some high school subjects which are seldom used in 
actual business. 

In other words, it is mighty unfair to one of ambition, to plainly see 
all around him samples of high school graduates, positively not qualified 
to fill his position; yet he must stand still for the want of a paper certifi- 
cate showing high school training. 

Now, if you will carefully weigh my complaint and give me your best 
suggestion, either in personal response or through THE JourRNAL OF 
AccouNTANCY, it will be appreciated very much by a 

Constant READER. 


A Dutch View of Sinking Fund Accounts. 


AMSTERDAM, HoLLaNp, March 15, 1909. 
To Tue JourNAL or ACCOUNTANCY: 

It is a long time since I have written you, but I hope you will not 
attribute this to lack of interest in your magazine. On the contrary, I 
look always for your issues with a growing interest, for I am sure to find 
valuable articles in all of them. You will, however, not be surprised to 
hear that I cannot always agree with the contents of the articles appear- 
ing in your columns. I am pieased to see that very often other account- 
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ants among your contributors are on my side. I have in mind particularly 
the articles of Messrs. Walton and Anyon on “ Sinking Funds and Reserve 
Accounts.” I had criticised the former, and was glad to read in your 
January issue the article of Mr. Anyon. One point he does not mention 
is in my opinion of some importance, namely, the difference between 
forming a sinking fund out of profits and charging the profits with 
installments booked to the credit of Sinking Fund Account, or, better, 
retaining part of the net profits in the business instead of using these 
amounts for the payment of dividend. I think that the difference referred 
to is of great interest, and that this is just the reason why it is nearly 
always better to follow the first course. I mean that in the latter case 
the sinking fund investments are purchased out of the working capital, 
thus reducing this by degrees with the amount of the loan, which is to 
be redeemed; whereas in the latter case the working capital of the 
business remains unaltered, and on the moment of paying the debt out 
of the accumulated investments we have this result, that instead of a 
debt to debenture holders, the business has its own capital, and can. be 
conducted on exactly the same scale as heretofore, except that no interest 
has to be paid. 

Mr. Anyon closes the Sinking Fund Account by transferring the 
balance to the ordinary “Surplus Account.” It happens from time to 
time in our country that it is transferred to Capital Account, in which 
instance gratis shares are given to the shareholders. If for instance a 
society has a capital of f 500,000, and has formed a Sinking Fund Account 
of f 250,000, one new share will be given to the holders of two old shares 
against delivery of one of the dividend coupons. 

After having read your January issue these few remarks came to my 
mind, and I beg leave to write them down in order to show you that 
these subjects are considered of great importance in our country also, 
and are studied here with as much interest as in the United States. 

But this is not the only object of this writing. I should like to draw 
your attention to a question which has aroused the profession in Holland. 
One of four accountants has told the public in the daily papers that in 
his opinion accountants ought not to be always re-elected, but that after, 
say two or three years, another one ought to be appointed, so that the 
shareholders could always be sure that their interests were watched with 
an unprejudiced eye. Now, I do not know whether this question has 
arisen in America, but in our country many accountants are of opinion, 
that, although a period of two or three years is too short, much is to be 
said in favor of the suggestion, at least if the period is extended to five 
or more years. My own opinion is that the advocates who take this 
view are not right, and a very large part of the profession is of this 
opinion; but perhaps you think the question of enough interest to give 
your opinion about it, looking at the question from a theoretical as well 
as from a practical standpoint. 

Yours truly, 
G. P. J. Hocewesc. 
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Book Department. 


ACCOUNTANCY PROBLEMS WITH SOLUTIONS. By Leo Greendlinger, 
M. C. S., Instructor in Accountancy, New York University. 
Accountancy Publishing Co., New York. 8vo, 325 pp. Price $5.00. 


The past few years have witnessed the appearance of several good 
books on special accounting topics, and on the general subject of account- 
ancy. While they have added much valuable material to the literature 
of the science, they have as a class been descriptive rather than analytical 
or constructive. One of the greatest difficulties that students of the sub- 
ject have is to find treatises which will give them such powers of analysis 
that they can see into the accounting and auditing problems set by the 
various State Boards. 

Those of us who have been reading Mr. Greendlinger’s contributions 
to THe JourNaL oF AccouNTANCY have been very materially aided by 
his work. Mr. Greendlinger not only solves the problems in good form, 
but his observations and criticisms on the questions are always suggestive 
and usually very helpful. 

The book is a compilation of his contributions to THe JouRNAL OF 
ACCOUNTANCY, and is divided into four parts. 

Part I is a treatise on the adjustment of partnership affairs. Here 
the author states the clauses which should be included in all partnership 
agreements, reviewing the significance and importance of each. He then 
carefully considers the various phases of partnership adjustments, and 
handles the topic in a clear cut fashion. He adopts the scheme of setting 
himself two problems which involve the most important questions of 
partnership adjustments. The problems are thoroughly discussed, and 
then solved in such a manner that one has a clear comprehension of the 
difficulties of partnership adjustments and the best methods of solving 
them. 

Part II of the volume is made up of a selected number of practical 
accounting problems, which have been set by different C. P. A. examin- 
ing boards at various times. Two classes of people will be interested 
in this section of the book. The student here has a valuable mine of 
information as to the methods of analyzing and solving different kinds 
of accounting problems. State examiners will be interested in the criti- 
cisms as to the deficiencies and good features of various questions. The 
author points out weaknesses in the nomenclature used in the problems, 
the extent and arrangement of the data offered, and the answers demanded 
for the conditions set. He is quick to see ambiguity and obscurity in 
meaning, insufficiency of data, bad arrangement of material, and unneces- 
sary or unusual requirements. 

In Part III the author presents a list of questions and answers on 
the theory of accounts, auditing, and commercial law. The questions are 
selected from the examinations set by New York, Pennsylvania, Illinois, 
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Michigan, Maryland, Washington, California, Florida, and English boards 
for the years 1906, 1907 and 1908. In this part the student will find valu- 
able suggestions as to how answers should be stated in those divisions 
of the examinations, because the author has taken care to express his 
observations briefly and with litle discussion. 

Part IV presents for purposes of comparison examination questions 
as set by the various state boards at different times. This latter part 
is of service to the teacher, because it gives him in handy form problems 
which can be used for class work. The comments on the type of question 
offered by the various boards give considerable food for thought, and 
state examiners and others will find valuable suggestions as to what 
is and what is not advisable to present for examinations. 

It is a little unfair to criticise a book without appreciating the author’s 
object in presenting it. The volume does not cover the field of account- 
ancy in a logical manner. The problems are not arranged according to 
any developing plan. It is hardly to be expected that they would be, 
because they are set and solved in the order of the date of issue of the 
various boards. A little care must be exercised in considering the ques- 
tions at places on account of some typographical errors, which will no 
doubt be remedied. 

The author evidently presents the book with three objects in view, 
viz. : 

1. To show how the student may be aided in solving problems of 
various kinds. 

2. To serve as a guide, and give suggestions to state examiners as 
to what constitutes a fair and advisable examination. 

3. To give the teacher of advanced accountancy good test problems 
for class work. 

In these respects the writer has accomplished a great deal. He gives a 
good case book, and the advanced student, teacher and examiner will find 
it a very valuable referenec volume. 

Joun C. Duncan, Pa.D. 


PATENTS AS A FACTOR IN MANUFACTURING, By Edwin J. Prindle. 
The Engineering Magazine, New York. 1908. 134 pages. Price $2.00. 


Mr. Prindle has given to the business public a welcome addition to 
the books upon patents. Of special interest is. the chapter pertaining to 
the patent relations with employees. The author discusses the topic 
under the following three heads: first, it is necessary to determine who 
in the eyes of the law is the actual inventor of a particular invention, 
because a patent is valid only when granted in the name of the inventor; 
second, where an employee is instrumental in making an invention, it is 
necessary to determine whether or not the employer is entitled to the 
ownership of the patent granted on the employee’s application; third, 
whether the employer can make, use and sell the invention made by an 
employee if other concerns have acquired ‘rights under the patent 
through the employee. 
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The author indicates at the outset that in no sense does he attempt 
to make the inventor or manufacturer his own patent lawyer, but merely 
to lay down a few fundamental principles which will direct the course 
of the inventor, patentee, or manufacturer in the early steps which are 
usually taken before the advice of counsel is secured. The author has 
pointed out many pitfalls which the novice might readily fall into, but 
could be avoided by having at hand such knowledge as Mr. Prindle 
has given in this little volume. 


BEGINNINGS IN INDUSTRIAL EDUCATION. By Professor Paul H. 
Hanus, Harvard University. Houghton Mifflin Company, Boston 
& New York, 1908. 209 pages. Price $1.00 net postpaid. 


This book of Professor Hanus’s, although it deals with material of a 
contemporary character, has an interest for both lay readers and students 
of education. It is a direct result of the work done by the Commission 
on Industrial Education, appointed by the Governor of Massachusetts 
two years ago. Professor Hanus was Chairman of the Commission 
and it fell within his province to promote the work through conferences 
and public meetings. The book, therefore, is permeated with the interest 
which comes from the author’s close touch with a ‘iving question and 
his desire to arrive at a practical result. 

It is clear that our mode of living today is far different from that 
of a generation ago and that our production, industry and commercial 
organization indicate a need for a new education to meet these changed 
social and industrial conditions. The business world is interested in 
education, but it has often overlooked the real educational need for 
business in its demand that the school turn out students accurate in 
spelling and addition as their chief assets. 

The movement for a broader and more vital education for industry 
and business is that which Massachusetts is championing. As Professor 
Hanus says (p. 34): “ The importance of this policy deserves emphasis. 
It is nothing more or less than the establishment of a new kind of public 
education on a foundation as secure as that of the existing public 
school, but with a different leading motive. It means the establishment 
of schools for vocational training as such, as distinct from the existing 
public schools, the purpose of which is general education.” The neces- 
sity for a system of schools having a motive dependent on the vocational 
idea is illustrated by showing that in Massachusetts alone there are 
not fewer than 25,000 young people engaged in various kinds of juvenile 
occupation who have no opportunities to apply what they have learned 
in school. By the time they are old enough to assume the duties of 
citizenship they are sometimes actually more ignorant than they were 
upon leaving school and they find themselves without a career at an age 
when their usefulness in their general life’s work should begin to open 
to them the significance of increasing earnings and the responsibilities 
of citizenship. 

It is gratifying to those schools which are already trying to give their 
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students greater interest in their work by increasing their earning 
capacity that the results of Professor Hanus’ investigations convince 
him that a large number of young people of Massachusetts now out of 
school would be in attendance if they realized that education meant greater 


earning power. 


Washington. 

The Legislature of the State of Washington, during its session just 
terminated, passed a uniform accounting bill, modeled to some extent 
after the Ohio law which has been in operation for several years. The 
bill creates a Bureau of Inspection and Supervision of Public Offices, 
said bureau to be under the direction of the State Auditor as ex-officio 
chief supervisor. The State Auditor is to appoint, as his permanent 
assistants to administer the law, not more than three deputy supervisors 
at a salary of $2,500 per annum each. He is also empowered to employ, 
as they may be needed, additional assistants at the rate of $5 per day 
plus necessary traveling expenses. 

The duties of the bureau will be (1) to install uniform systems of 
accounting for counties, cities, and other taxing bodies; (2) to examine 
annually, after the said systems shall have been installed, the accounts 
of all the bodies affected; and (3) to publish annually, as a state docu- 
ment, comparative statistics of said bodies. 

The bill was promoted by the County Auditors’ Association of the 
State, and, as might be expected, is to a large extent a political measure. 
The only qualification specified for the deputy supervisors is that not 
more than two of them shall be of the same political party. This affords 
some ground for the suspicion that one important object of the measure 
is to provide jobs for deserving, out-of-work politicians and their friends. 

The Washington Society of C. P. A.s made an attempt to have some 
of the more obvious defects of the bill remedied. They tried to eliminate 
the political features, to introduce technical qualitications for the deputy 
supervisors, to introduce more definite provisions as to the accounting 
scheme, and to raise the compensation of the supervisors and assistants, 
but without success. 
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Eprrep sy CHARLES W. GeRSTENBERG, PH.B., LL.B. 


BANKRUPTCY. 


Corporations under the Federal Act of Bankruptcy, passed in 1898, 
and amended in 1903, are not permitted to become voluntary bankrupts. 
But if corporations were allowed to dissolve, when insolvent, under state 
laws, and the act of dissolution were to preclude jurisdiction by Federal 
courts, the dissolution would amount to voluntary bankruptcy. This the 
District Court for the Northern District of Georgia, Iv rE ADAMS VS. 
Hoyt, 21 American Bankruptcy Reporter, 161, would not allow. Not- 
withstanding the death of the corporation through dissolution, the Federal 
Court will take jurisdiction in order to prevent and set aside preferences. 
The law involved is important, for it points a distinction between a 
corporation and a person. The death of one does not oust the bankruptcy 
courts of jurisdiction, while the death of the other does. 4 Fed. Rep. 796. 


AND NOTEs. 


B drew a check upon Bank X, and sent it to an agent, A, with orders 
to give it to the payee, B’s creditor. A forged the creditor’s name, and 
procured payment of the check from another bank, Y. A then deposited the 
money to his own credit in Bank Y. Later he withdrew the money and paid 
it to B in satisfaction of a pre-existing debt. B sought to recover from 
Bank X the amount of the unauthorized payment. Held, the money 
belongs in conscience to Bank X; A could not discharge his debt with 
it, and inasmuch as B has recovered the proceeds of the original check 
he has suffered no damage. It will be noticed that the principal thought 
he had the power to elect in this case between the bank and A as his 
debtors. He elected to discharge the pre-existing debt of A, who 
undoubtedly was a worthless rascal, and to hold responsible the bank. 
This the court would not allow, but claimed that the agent’s debt remained 
unpaid and the bank was without liability. ANprews vs. NortH WESTERN 
NATIONAL BaNnkK, 117 N. W. 621 (Minn.). For New York cases see 
gt N. Y. 106; ror N. Y. 201; 126 N. Y. 327. 


CorPORATIONS. 

Most states of the Union have provisions in their statute law simi- 
lar to those contained in Sections 54 and 55 of the Stock Corporation 
Law of New York, which provides in effect that a creditor may reach 


the unpaid subscriptions of stockholders through suit after he has had 
execution returned unsatisfied against the corporation. The case of 
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FrirEsTONE Tire AND Co. vs. AGNEW, 194 N. Y. 165, considers 
the effect of the discharge in bankruptcy of the corporation on the 
creditor’s rights, where the creditor had not, previous to bankruptcy, 
obtained judgment and had execution thereon returned unsatisfied. It 

would seem, interpreting the statute strictly, that the stockholder’s lia- _ 
bility would not arise until the condition of a returned execution had been 

fulfilled. n the case cited the Vehicle Equipment Company became 

bankrupt, and, under the provisions of the Bankruptcy Act, offered com- 

position with the creditors, which was accepted, the creditors receiving 

eight per cent. dividends. The corporation was then discharged. The 

plaintiff took the eight per cent., applied it on its debt, and then sued the 

stockholders under Sections 54 and 55 of the Stock Corporation Law 

for the difference. The court held that the Act of Bankruptcy fulfilled 

the spirit of Sections 54 and 55 of the Stock Corporation Law, and precluded 

the necessity of obtaining judgment, and having the execution returned 

unsatisfied. The court cited, in support of its decision, Section 4, sub- 

division b of the Bankruptcy Act of 1898, as amended in 1903: “The 

bankruptcy of a corporation shall not release its officers, directors or 

stockholders, as such, from any liability under the laws of a State or 

Territory or of the United States.” The case follows the precedent of 

Woop aNnp SELICK vs. VANDEVEER, 55 App. Div. 549, in which the 

plaintiffs, after the discharge in bankruptcy of the Tenny Company, sued 

the directors under Section 30 of the Stock Corporation Law, and 

recovered without having first completed all the conditions prescribed by 

the statute. The same result was reached before the amendment of the 

Bankruptcy Law above quoted had been passed. A federal court held 

that under Section 16 of the Bankruptcy Act of 1898 which reads, “ The 

liability of a person who.is a co-debtor with, or guarantor or in any 

manner surety for, a bankrupt, shall not be altered by the discharge of 

such bankrupt,” the stockholders are made co-debtors by the usual state 

statutes, and that their liability for unpaid subscriptions will not be 

affected by the bankruptcy and discharge of the corporation. 

Indeed, at that time it was doubted by the court whether a corpora- 
tion could be discharged, and if it could, the court held that the discharge 
would be suspended till a creditor who had begun suit before the -insti- 
tution of the bankrupt proceedings with the object of enforcing against 
the stockholders of the corporation their statutory liability for its debts 
(if by the terms of the statute he must first recover a judgment against 
the corporation) could recover his judgment. IN RE MARSHALL PAPER 
Co., 95 Federal Reporter, 419. 


MONOPOLIES. 


In Waters-Prerce Or ComMpaNy vs. Unitep States, 29 Supreme 
Court Reporter, 220, the United States Supreme Court unanimously 
affirmed the decision of the Supreme Court of the State of Texas, forfeit- 
ing the permit of the Oil Company to do business within the State, and 
mulcting it with damages aggregating $1,623,500 for violation of the 
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State Anti-Trust Laws. This is a severe blow to Standard Oil, for the 
court found that the majority of the stock of the Waters-Pierce Company 
was owned by the Standard Oil Company of New Jersey, and that the 
two companies were under the same management, and that this arrange- 
ment destroyed competition, increased and maintained the prices of oil 
products in the State, and violated the Texas statute making it unlawful 
to enter into any agreement to fix the price of any article or commodity, 
or to prevent or lessen competition. The Standard Oil with its usual 
dash had entirely disregarded a former judgment of ouster, and had 
defied the state authorities. As a matter of evidence showing the nature 
of the monopoly, it was proved that the dividends of the company had 
been as high as 700 per cent. per annum. The Supreme Court held that 
the judgment of the state court in no way violated the rights of the cor- 
poration that were guaranteed by the United States Constitution, and 
that the fine was a lawful exercise of the police power of the State. The 
opinion is written by Judge White. 


SALEs. 


Over thirty-five states and territories in the Union have passed statutes 
commonly called “Bulk Sales Laws,” which provide in substance that 
the sale of the entire stock of a dealer, or any portion thereof, not in the 
ordinary course of trade, or in the regular and usual prosecution of 
the seller’s business, shall be presumed to be fraudulent and void as 
against the creditors of the vendor at the time of the sale, unless within 
a specified number of days before such sale the said creditors shall be 
notified, or a notice filed with some public official. Some of these laws 
have been held by some of the state tribunals as being too drastic and 
in restraint of the liberty of citizens. Wkricut vs. Hart, 182 N. Y. 330. 
The Supreme Court of the United States in Lemieux vs. Younc, 29 


‘ Supreme Court Reporter, 174, upheld the validity of the “Bulk Sales 


Law” of Connecticut, which as an example we quote verbatim: 

“General Laws of Connecticut, Section 4868. Sale by Trader of the 
Entire Stock at one Transaction. Whenever one who makes it his busi- 
ness to buy commodities and sell the same in small quantities for 
immediate consumption for the purpose of making a profit, shall, at a single 
transaction, and not in the regular course of business, sell, assign or 
deliver the whole or a large part of his stock in trade, such sale or 
assignment shall be made in writing, describing the property so sold, 
assigned or delivered, and all conditions of such sale, assignment of 
delivery, shall be acknowledged before a competent authority, and 
recorded within one day after the time of such sale, assignment or 
delivery, in the town clerk’s office, in the town where the vendor has his 
place of business, but Sundays and legal holidays shall be excluded in 
the computation of such time. 

“ Section 4869. Such Transactions, when Void. All such sales, assign- 
ments or deliveries of commodities which shall be made without the for- 
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malities required by the provisions of section 4868 shall be void against 
all persons who are creditors of the vendor at the time of such trans- 
action.” 

Section 4870 provides that the two previous sections shall not prevent 
assignments by insolvent debtors for the benefit of creditors. 

The New York law is somewhat different, and is so important that we 
quote it at length. It will be found in Chapter 722 of the Laws of 1907. 

“Section 1. The transfer of any portion of a stock of goods, wares 
or merchandise, otherwise than in the ordinary course of trade, in the 
regular, usual prosecution of the transferor’s business, or the transfer of an 
entire such stock in bulk, shall be presumed fraudulent and void as against 
the creditors of the transferor, unless the proposed transferee shall at 
least five days before the transfer in good faith make full and explicit 
inquiry of the transferor as to the names and addresses of each and all 
of the creditors of the transferor, and unless such transferee shall at 
least five days before the transfer in good faith notify or cause to be 
notified of the proposed transfer personally or by registered mail each 
of the creditors of the transferor of whom such transferee has knowl- 
edge, or can with the exercise of reasonable diligence acquire knowledge. 

“Section 2. The transferor shall at least five days before the transfer 
fully and truthfully answer in writing such transferee’s inquiries as to 
the names and addresses of the transferor’s creditors, and if such trans- 
feror shall knowingly or willingly refuse so to answer or make or deliver 
or cause to be made or delivered to such transferee any false or incomplete 
answer to such inquiries, said transferor shall be guilty of a misdemeanor, 
and upon conviction thereof shall be punished accordingly.” 

Section 3 restricts the previous sections so that they do not apply to 
executors, administrators, receivers, assignees, under voluntary assign- 
ment for the benefit of creditors. 

Section 4 revokes the old law, Chapter 528 of the Laws of 1902, which 
as a fact was held unconstitutional in Wricut vs. Hart, 182, N. Y. 330. 

We have found no decisions on the question of the validity or invalidity 
of the present New York Statute, and we presume there are none. 
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C. P. A. Question Department. 
Conpucrep sy Leo Greenpiincer, M. C. S. 


Criticism and exchange of ideas will clear many doubt ond ot the seme 
To solve, compare, and criticise C. P. A. problems, and thereby to 
bringing about standard C.P.A. is the object of of this 
department. ai opent an iy from professional brethren, it 
can undoubtedly be achieved. Inquiries will be cheerfully answered. 


Following is the first problem in Practical Accounting of the New York, 
June, 1905, C. P. A. examination, with solution by Mr. Gustave Jacobsson, 
B. A.; also the sixth problem in Practical Accounting of the New York, 
February, 1908, Part II, C. P. A. examination, with solution by Mr. Arthur 
Wilmott, C. P. A. (New York). 


Question |. (June, 1905.) 


Three men, located respectively at New York, Chicago, and Minneapolis, 
conducted a business as partners. The partnership agreement recited 
that the New York partner was to receive a salary of $5,000 a year, the 
Chicago partner a salary of $3,000 a year and one third of the profits of 
that branch, and the Minneapolis partner a salary of $2,000 a year and 
one-fourth of the profits of that branch. Six per cent. interest was to be 
allowed on the capital used in the business, $500,000 which was employed 
one half at New York, one third at Chicago and one sixth at Minneapolis. 
Repairs and renewals were to be charged to plant, and a depreciation of 
six per cent per annum was to be allowed. Interest on borrowed money 
was to be distributed according to the invested capital at each branch. 
Plant account at the beginning of the period showed as follows: New 
York, $250,000; Chicago, $200,000; Minneapolis, $150,000. Repairs and 
renewals paid during the year amounted to $25,000 at New York, $30,000 
at Chicago, and $15,000 at Minneapolis; interest on borrowed money, 
$15,000. Subject to these items, the profits of the year amounted to $50,000 
at New York, $35,000 at Chicago, and $25,000 at Minneapolis. Complete 
the profit and loss account for the year. 


Question 6. (February, 1908.) 


A, the senior partner of a firm, dies May 9, at the close of which day 
the trial balance of the copartnership ledger shows the following items: 
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Trade debtors 
Trade creditors 
Inventory, January 1 
Purchases 

Sales 

Expenses 

Capital, A 

Capital, B 


Personal, A 
Personal, B 
Personal, C 


$150,174 $150,174 


The inventory of mdse. stock May 9, is computed at $15,200, the unex- 
pired insurance at $149, and accrued expenses at $207. The division of 
profits between partners is as follows: A, fifty-seven per cent.; B, 
twenty-eight per cent.; C, fifteen per cent. No interest is credited on 
capital, but interest is credited on A, personal $115, and charged to B, 
personal $6.25, and to C, personal $3.75. 

The partnership agreement provides in case of A’s death for the sale 
of A’s interest to B and C on the execution of a bond by them in favor of 
A’s estate, payable in five yearly installments, and stipulates that the 
assets are to be taken at book value, excepting one-half per cent reserve 
for bad debts, in compliance with which provision a reserve of $500 is 
made. 

A new firm of B, C, and D is formed, in which D invests $5,000 cash 
for a one-fourth interest in the business. B withdraws all in excess of 
$10,000 and C pays in a sum sufficient to bring his capital up to $5,000. The 
future profits are to be shared in the following stated proportions, viz: 
B one-half, C one-fourth and D one-fourth. The new firm executes a 
purchase mortgage with bond as provided in favor of A’s estate for 
$20,000, and pays over balance of his interest in cash. 

Prepare the necessary accounts to give expression to the foregoing 
liquidation of the firm of A, B and C, and a balance sheet of the firm of 
B, C and D, as at the beginning of their enterprise. 


= 
$93,206 
19,658 
the 
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PROFIT AND LOSS ACCOUNT For 


Accounts New YorK CuHIcaGO MINNEAPOLIS TOTAL 
To Depreciation of plant.. $16,500.00 $13,800.00 $9,900.00 $40,200.00 
Partners’ salaries....... 5,000.00 3,000.00 2,000.00 10,000.00 
Interest on capitals: 
6% on.... $250,000.00 15,000.00 15,000.00 
6% on.... 166,666.66 10,000.00 10,000.00 
6% on.... 8,333-34 5,000.00 5,000.00 


500,000.00 


To Interest on loans: 


50% on.. $15,000.00 7,500.00 7,500.00 

33-33% ON.. 15,000.00 5,000.00 5,000.00 

— 16.67% on.. 15,000.00 2,500.00 2,500.00 
100% 

Balance down.......... $6,000.00 $3,200.00 $5,600.00 $14,800.00 

Being net profits........ $50,000.00 $35,000.00 $25,000.00 $110,000.00 


Division oF Prorirts. 
To Chicago partner: 


_ Profits, % of $3,200.00 $1,066.67 $1,066.67 
Minneapolis partner : 
Profits, 4 of $5,600.00 $1,400.00 1,400.00 
New York branch — 
$ 2,000.00 7II.11 1,400.00 4,111.11 
Chicago Branch capi- 
Branch 
2,000.00 1,400.00 11 


$6,000.00 $3,200.00 $5,600.00 $14,800.00 
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(June, 1905.) 
the Year Ended December 31, 1904 


New YorK CHICAGO MINNEAPOLIS TOTAL 
By profits...... . $50,000.00 $35,000.00 $25,000.00 $110,000.00 


$50,000.00 $35,000.00 $25,000.00 $110,000.00 


By net profits.............+. $6,000.00 $3,200.00 $5,600.00 $14,800.00 


$6,000.00 $3,200.00 $5,600.00 $14,800.00 
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SOLUTION 6. (February, 1908.) 


LIQUIDATION OF THE FIRM OF A, B AND C 
May 9, 1907. 


TRADING ACCOUNT 


To inventory Jan. 1. . $12,005.00 $19,658.00 
Purchases........ 14,160. - 


26,165. 
Less: inventory 
15,200. 


Cost of mdse. sold 10,965. 
Profit and loss, 
gross profit..... 8,693.00 


$19,658.00 $19,658.00 


INTEREST 


To Partner A........ $115.00 By Partner B........ $6.25 
Partner C........ 
Profit and loss... . 


$115.00 


PrRoFIT AND Loss 


To Expenses........ $5,213.00 By Trading account 
Expenses accrued: 207.00 gross profit..... $8,693.00 
105.00 Unexpired insur- 
Reserve for bad 


.00 $8,842.00 


00 
00 

$115.00 

500.00 
= Net profit carried 

forward........ 2,817.00 

$8,842 
500 
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To profits allocated to 


By net profit nen 


partners, thus: forward....... ...- $2,827.00 
A 57 percent..... $1,605.69 
B 28 per cent. ... 788.76 
C 15 per cent..... 422.55 
$2,817.00 $2,817.00 
PaRTNER A 
To balance....... ... $24,030.69 By investment...... $20,000.00 
Personal account..... 2,310.00 
115.00 
Net profits, 57 per 
$24,030.69 $24,030.69 
By balance...... .... $24,030.69 
ParTNER B 
To personal account $7 50. 00 By investment...... $10,000.00 
Imterest........... 25 Net profits, 28 per 
$10,788.76 $10,788.76 
Balance.......... $10,032.51 
PARTNER C 
To personal account.. $450.00 By investment. .. $5,000.00 
3.75 Net profits, 15 per 
$5,422.55 $5,422.55 
Pat 
Balance......... - $4,968.80 
Arrarrs or B, C anp D 
PARTNER B 
To cash withdrawn.. $32.51 By capital, firm A, B 
Balance.......... $10,000. 0° andC.......... $10,032.51 
$10,032.00 $10,032.51 
Balance..... $10,000.00 
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To balance, firm A, B 


C, additional in- 
vestment...... 
D, investment... . 


To balance 


Accounts receivable 
Receivable. $92,766 
Less: Reserve 
for baddebts 500 
Merchandise... 
Unexpired in- 
surance.... 
Fixed assets. . 


PARTNER C 


$5,000.00 By capital, firm A, B 
$4,968.80 
Cash invested.... 31.20 
$5,000.00 $5,000.00 
$5,000.00 


PaRTNER D 


By cashinvested..... $5,000.00 


CasH ACCOUNT 


By B, withdrawal... . 32.51 
$3,794.00 Estate of A....... 4,030.69 
4,762.00 
31.20 
5,000.00 


Firm or B, C ano D 
BALANCE SHEET 
May 10, 1907 


LIABILITIES: 
$4,762.00 Accounts payable..... $93,206.00 
Accrued expenses... . . 207.00 


Bond and mortgage. 
payable to estate of 


92,266.00 A in five yearly in- 
15,200.00 stallments......... 20,000.00 
Capital: 
149.00 artner B.. $10,000 
21,036.00 PartnerC... 5,000 
Partner D.. 5,000$20,000.00 


$133,413.00 $133,413.00 


$8,825.20 $8,825.20 

$4,762.00 
; lt 
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COMMENTS. 


The wording in the June, 1905, problem is ambiguous. It reads that 
repairs and renewals are to be charged to the plant and a depreciation 
of six per cent per annum is to be allowed. Repairs and renewals should 
be charged as a revenue and not as a capital expenditure. The problem 
does not state whether the repairs and renewals in question were of such 
a nature as to increase the earning capacity of the concern. 

Comment on the make-up of the February, 1908, problem, is unnecessary, 
except perhaps on the sequence of the items appearing in the trial balance. 
While it is not of great importance, yet it would seem that members of the 
state boards should follow proper technique in arranging the accounts in 
a trial balance. 

With regard to the June, 1905, solution it will be observed that in 
charging depreciation on plant the wording of the problem was followed 
to the letter, and therefore cannot be criticised as incorrect. The interest 
on loans was distributed respectively between New York, Chicago, and 
Minneapolis on the same basis as the interest on capital. While this 
division of interest on loans may be questioned, yet from the wording of 
the problem nothing else could be inferred. The problem states that 
“interest on borrowed money was to be distributed according to the 
invested capital at each branch.” Whether the capital of which that 
interest is charged was divided according to the original investment or 
not the problem does not state. 

The solution to the June, 1908, question follows the sequence of the 
problem, namely, in showing the liquidation of the firm of A, B and C; 
the trading account is prepared first in order to show the gross profit 
realized on the trade proper. This is followed by the interest account, this 
account being credited for the interest due by B and C, and charged for 
the interest due to A. The profit and loss account shows against the gross 
profit carried forward from the trading accounts, to which the unexpired 
insurance is added, all the other items that would go under this section, 
including the interest balance of $105.00, which shows a net profit for 
allocation among the partners of $2,817. This profit is allocated in accord- 
ance with the partnership provision of A, B and C. The partners’ capital 
accounts which follow the profit and loss account, as rightly they should, 
show the respective balance of each partner in the business. This first 
part concludes the liquidation of the firm of A, B and C. The second part 
shows the affairs of the new firm, B, C and D. In accordance with the 
partnership agreement of the new firm, B withdraws the amount of 
$32.51, this being the excess of $10,000, as per his account, C invests an 
additional $31.20 to make up the $5,000 which he was supposed to invest; 
and D invests in cash one-fourth of the capital, namely, $5,000. The 
cash account is given in order to show the cash balance on hand at the 
beginning of the partnership of B, C and D. It includes the balance of 
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the firm of A, B and C, and the additional investments of C and D, 
respectively. On the credit side it shows the withdrawal by B, and also 
the payment to the estate of A, leaving a balance of $4,762. The balance 
sheet, which follows, shows the assets of the new firm as well as their 
liabilities, including, of course, the bond and mortgage, amounting to 
$20,000, payable to the estate of A in five yearly installments, and 
verifies the capital of the new firm. 


C. P. A. Legislation. 


The Massachusetts C. P. A. bill paassed the Senate on March 19, and 
is expected to prove acceptable to the House and to the Governor. 


The Missouri C. P. A. bill, which had already been approved by the 
Senate, passed the House on March 23 by a vote of eighty-four to one. 


YEAR BOOK. 


A few bound copies of the Year Book of the American Asso- 
‘ciation remain unsubscribed for. They contain in full the Pro- 
ceedings of the Atlantic City meeting, the papers and discussions, 
committee reports, State C. P. A. Laws, etc. Orders may be sent 
to the Secretary, Mr. T. Cullen Roberts, 56 Pine Street, New 
York. Price $1.00; after July 1, 1909, $1.50. 
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Conyngton. Enlarged 
Corporate Organization. Conynston.. Enlarged 
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ing. Prepaid, $3.50. 


Corporate Finance and Accounting. Bentley. 
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valuable work of its kind. 525 pp. 6x9 inches, 1908. 
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Overland. A well-arranged classified digest of the 
business corporation laws of every state and territory 
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Corporate Powers; Capital Stock; Stockholders; 
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Books; Reports; Foreign Corporations; Restric- 
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each head. 500 pp. 6x9 inches. nterleaved 
edition of 1909. uckram. Prepaid, $4.00. 


Cooper. A practi- 
Financing an Enterprise. 
how money is secured. Vol. I. describes the methods 
of successful financing; tells when and how to investi- 
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and gives a full and valuable discussion of capital- 
ization. Vol. II. tells how to prepare a prospectus 
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Your Last Chance Buy 


Corporation Accounting 
and Corporation Law 


Our stock of Rahill’s Corporation Accounting and Corporation 
Law is about exhausted. We have decided to sell the remaining copies 
at a 25% discount, or for only $3.00 per copy, cash with order. This 
is the latest edition. We are making this reduction partly because 
some of the volumes are slightly shop-worn,—not enough in any in- 
starice, however, to make the copy any less durable than an absolutely 
new volume. Most of the copies are in perfect condition, and for all 
practical purposes every book in the lot is as good as new. 

Students of accounting are acquainted with the high character 
and worth of Rahill’s book. You can not turn to any page of this 
book without finding something new and authoritative about corpora- 
tions. Like a powerful searchlight, which shows everything in its path, 
Rahill’s book lays bare the inner workings of corporations, the forma- 
tion of mergers and of holding companies, and the numerous other 
activities of corporate life. It covers every feature of corporation ac- 
counting and supplements the text with practical illustrations. Rahill’s 
Corporation Accounting and Corporation Law contains 450 pages, 
size 6xginches. The regular price of this authoritative work is $4.00. 


Per Cent. Discount 


This is the only considerable stock of Rahill’s Corporation Ac- 
counting and Corporation Law in existence. After the announce- 
ment of this reduction in price, our supply will fast disappear. As it 
is unlikely that another edition will ever be printed, this is probably 
your last chance to secure a copy. 


Order Before the Supply is Exhausted 


THE ACCOUNTANCY PUBLISHING COMPANY 
32 Waverly Place, New York City 


GENTLEMEN :—For the enclosed $3.00 please send me one copy of Rahill’s Corporation Accounting and Compe 
ration Law. I expect this copy to be in good condition, but will not object if 1 find the cover slightly scratched or 
shop-worn. I send this order under the express condition that, if the copy delivered to me is for any reason 
unsatisfactory, 1 am to have the option of returning it within three days and haying my money refunded. 
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We List No Book Which We Cannot Recommend 


MODERN ACCOUNTING. By Henry Ranp Harrietp, Ph.D., 367 pages, 

An American book based on the most modern accounting practice. We 
unreservedly recommend it as one of the most thorough and reliable works 
yet written on theory of accounts. 


FACTORY ORGANIZATION AND COSTS. By J. Lee Nicnoison, 450 
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, All the above books—and in fact all books which pertain to accounting, 
finance, and business methods—are for sale by the . 
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Mental Addition Simplified 
Learn a MODERN Method 


Don't ADD the figures in a column—READ them in 
groups) as sums and a total, exactly as you read series of 
alphabetic letters as syllables and words. Avoid the drudg- 
er¥, mental strain, and constant uncertainty of haphazard 
addition 

The nine numerals can occur in but 165 three-figure com- 
binations. You know most of these groups—three 1’s, 
for instance. Memorize all; then you will instantly and 
without mental effort recognize any three figures as one 
sum, and only as ene sum; just as letters * c-a-t” are read 
‘cat.” Nine figures become three sums: three sums, one 
total, This is the first step in the Three-Figure Method, the 
secret of extremely rapid addition. Instruction and tables 
in my book will quickly enable you toadd figures as easily 
and rapidly as you read alphabetic letters arranged to form 
words. Money back without a word if any book is returned 
as unsatisfactory. Thousands sold with this guarantee; none 
ever returned fou cannot afferd to be without this book 
another day. Write NOW. Price, postpaid, 50 cents 

CHAS. H. NICHOLSON, 144 East 84th “t.. New Yo 

N. B.—Agents wanted. Book sells at sight to any “one 
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Quarterly for 1909 


Will appear in March, and will contain the’ following papers and discussions, 
being the Proceedings of the Twenty-first Annual Meeting of the Association, held 
at Atlantic City, N. J., December 28-31, 1908. 


The Making of Economic Literature.—Prof. 
Simon N. Patten. 
Discussion by Prof. E.R. A. Seligman, Prof. 
J. E. Hagerty, Mr. F. B. Hawley, Prof. T. N. 


Prof. D. Kinley, Mr. E. T. Devine. 


Collective Bargaining.—Prof. J. B. Clark. 
Discussion by Prof. A. C. Miller, Prof. G. E. 


Accounting in Its Relation to Economics.— 
Prof. M. H. Robinson. 

A Definition of Accounting.—Prof. J. C. 
Duncan. 

Accounting (Present and Future) as a Pro- 
fession.—Mr. Joseph E. Sterrett. 

Discussion by Prof. B. M. Rastall, Mr. Aaron 
M. Sakolski, Mr. Goodloe, Prof. W. Z. Ripley, 
Mr. Leon Brummer, Prof. O. M. W. Sprague, 
Prof. Simon Littman. 

Some Fundamental Distinctions 
Legislation.—Prof. H. W. Farnam. 

The American Way of Distributing Industrial 
Accident Losses.—A Criticism. Miss Crystal 
Eastman. 

What Form of Workingmen’s Accident In- 
surance Should Our States Adopt ?—Prof. M. 
O. Lorenz. 

Discussion by Mr. F. L. Hoffman, Prof. C. 
R. Henderson, Mr. Lee K. Frankel. 

The Canadian Industrial Disputes Act.—Prof. 
Adam Shortt. 


Discussion by Mr. O. D. Skelton, Dr. Victor | 


S. Clark. 

The Influence of Income on Standards of Life. 
—Prof. Robert C. Chapin. 

The Family in a Typical Mill Town.—NMiss | 
Margaret F. Byington. 


Results of the Pittsburgh Survey.—Dr. Edward | 


T. Devine. 


| The Economic Limitations of Co-o 


| The Relation of 
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| Are Modern Industry and City Life Unfavor- 


able to the Family ?—Prof. Charles R. Hen- 
derson, 


| ] Lif d the Family.— President 
Carver, Prof. H. W. Farnam, Prof. S. Nearing, | “Rure we ane the Family resident Kenyon 


L. Butterfield. 
Discussion by J. W. Williams. Mr. Paul U. 


| Kellogg, Mr. Robert Hunter. 


G h 
Barnett, Prof. T.S. Adams, Mr. C. W. Doten, | Gsography, 


_ Co-operation in the Marketing of Agricultural 


and Agricultural Eco- 


nomics.— Prof . Robinson. 


Produce.—Dr. John Lee Coulter. 
ration in 
the Marketing of Agricultural Products.— 
Mr. J. B. Morman. 

to the Marketing 
of Agricultural Products.—Prof. H. C, 
Emery. 
Discussion by Prof. T. N. Carver, etc. 
rtation in this 


Country.—Prof. Frank H. Dixon. 


| Discussion by Prof. Emory H. Johnson, etc. 
| The Best Way to Work for Tariff Revision.— 


| Prof. H. C. Emery. 
Dual Tariff Systems.—Mr. N. I. Stone. 


_ Tariff Revision and Foreign Markets.—Prof. 
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A Central Bank.—Mr. P. M. Warburg and 
Prof. O. M. W. Sprague. 
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| The Work of the National Monetary Commis- 
sion.—Prof. A. Piatt Andrew. 
_ Control of the Capitalization of Public Service ° 
Corporations.—Prof. C. J. Bullock. 
Discussion by Mr. Milo R. Maltbie, Mr. E. 
D, Durand, Prof. R. T. Ely, Prof. W. J. Ripley, 
| Mr. Edward W. Bemis. 


Members of the Association receive this and the other three numbers of the 


Quarterly, usually independent monographs, besides the Economic Bulletin, also 
a quarterly publication, devoted to book reviews, a classified and annotated 
bibliography, notes and memoranda, and other matter of special interest to econo- 
mists. Membership also entitles one to attend and participate in the meetings 
of the Association. The only expense to members is the annual membership fee 
of $3.00. Requests for membership should be seat to 


T. N. CARVER, Harvard University, CAMBRIDGE, MASS. 


When writing to advertisers, kindly mention this Journal. 


§ 
: 
V Il 
f 
| 
y 
| 
LENS 
| 
i 
‘ 
| 
val 


VI THE JOURNAL OF ACCOUNTANCY 


ANNUAL MEETING—1909: 


Alex. E. Fowlie, Chairman........ Colorado 
~ » * Illinois 
Missouri 


YEAR Book, 1908: 


A. A. Ross, Jr., Chairman..... Pennsylvania 
Yew Jersey 
DEPARTMENT METHODS OF THE GOVERNMENT: 
Henry A. Niles, Chairman....... New York 
Arthur W. Teele................New York 
INTERSTATE COMMERCE COMMISSION: 
E. W. Sells, Chairman........... New York 
PROFESSIONAL ETHICs: 
~. G. Shorrock.. . Washington 
Press AND PUBLICITY: 
F. Chairman.......... Colorado 
CONCILIATION: 
J. S. M. Goodloe, Chairman........... Ohio 
Oregon 
EDUCATION: 
Seymour Walton, Chairman......... Illinois 
Missouri 


*Died February 27, rooo. 


Mental Addition Simplified 


Learn a MODERN Method 


Don't ADD the figures in a column—READ them in 
groups) as sums and a total, exactly as you read series of 
alphabetic letters as syllables and words. Avoid the drudg- 
ery, mental strain, and constant uncertainty of haphazard 
addition 

The nine numerals can oceur in but 165 three-figure com- 
binations. You know most of these groups—three 1's, 
for instance. Memorize all: then you will instantly and 
without mental effort recognize any three figures as one 
sum, and only as one sum; just as letters *‘ c-a-t” are read 
“cat.” Nine figures become three sums: three sums, one 
total, This is the first step in the Three-Figure Method, the 
secret of extremely rapid addition. Instruction and tables 
in my book will quickly enable you to add figures as easily 
and rapidly as you read alphabetic letters arr anged to form 
words. Money back without a word if any book is returned 
as unsatisfactory. Thousands sold with this guarantee; none 
ever returned fou cannot afferd to be without this book 
another day. Write NOW. Price. postpaid, 50 cents 

CHAS. H. NICHOLSON, 144 East 84th “t.. New York. 

N. B.—Agents wanted. Book sells at sight to any one 

using figures, 


JUNIOR ACCOUNTANT wants engagement May Ist— 
South or West. Address 
483, THE JouRNAL oF ACCOUNTANCY. 


Specially ruled ANALYSIS paper for certified public account- 
ants carried in stock. 
Samples and Prices on Application. 


Also blanks and account books of every description printed to order. 


THE HENRY 0. SHEPARD COMPANY, 
120-130 Sherman Street, Chicago, Ill. 


SPECIAL COMMITTEES. 


FEDERAL RECOGNITION: 


E. L. Suffern, Chairman......... New York 
orman E. Webster, Jr........... Michigan 
F. Bromley Jansen.............. California 
Colorado 
Georgia 
Illinois 
Thomas S. Spurr............ Massachusetts 
Michigan 
Minnesota 
Pennsylvania 
Washington 


STANDARD SCHEDULES FOR UNIFORM REPORTS OF 
Municipal Industries and Public Service 
Corporations: 

arvey S.Chase, Chairman. Massachusetts 


Duncan MacInnes............. New York 
UNIFORM BANK VoUCHER CHECK: 

E. L. Suffern, Chairman......... New York 

Wm, M. Pennsylvania 


BANKER’S CREDIT INFORMATION: 
R. H. Montgomery, Chairman, Pennsylvania 
Ohio 


Manufacturers’ Appraisal 
Company 


WALTER W. POLLOCK, General Manager 


URNISHES expert valuations 
of Manufacturing Plants, 
which are useful in placing 

insurance, for proof of loss in the 
event of fire, and for establishing 
accurate book values. 

This Company strictly limits its 
work to the appraisal field. We 
are not accountants, but we work 
in harmony with accountants, 
and solicit their interest in our 
appraisal system. 


Manufacturers’ Appraisal 
Company 


CHICAGO NEW YORK 

1632 Tribune Building 50 Pine Street 
PHILADELPHIA CLEVELAND 

4115 Walnut Street 201 Caxton Bidg. 


When writing to advertisers, kindly mention this Journal. 


» 
— 
3 
P 
4 
4 
4 
| 
| 
¢ 
a 


THE JOURNAL OF ACCOUNTANCY Vil 


The First Number of the 
American Economic Association 


Quarterly for 1909 


Will appear in March, and will contain the’ following papers and discussions, 
being the Proceedings of the Twenty-first Annual Meeting of the Association, held 
at Atlantic City, N. J., December 28-31, 1908. 


The Making of Economic Literature.—Prof. | Are Modern Industry and City Life Unfavor- 
Simon N. Patten. | able to the Family ?—Prof. Charles R. Hen- 
Discussion by Prof. E. R. A. Seligman, Prof. _ derson, 

J. E. Hagerty, Mr. F. B. Hawley, Prof. T. N. | Rural Life and the Family.— President Kenyon 


Carver, Prof. H. W. Farnam, Prof. S. Nearing, ‘J. Butterfield. 
Prof. D. Kinley, Mr. E. T. Devine. | Discussion by J. W. Williams. Mr. Paul U. 
Collective a .—Prof. J. B. Clark. | Kellogg, Mr. Robert Hunter. 

Discussion by Prof. A. C. Miller, Prof.G.E. | g G h d icultural Eco- 
Barnett, Prof. T. S. Adams, Mr. C. W. Doten. | 
Accounting in Its Relation to Economics.— | Co-operation in the Marketing of Agricultural 

Prof. M. H. Robinson. | Produce.—Dr. John Lee Coulter. 


A Definition of Accounting.—Prof. J. C. The Economic Limitations of Co-operation in 
Duncan. the Marketing of Agricultural Products.— 
Accounting (Present and Future) as a Pro- Mr. J. B. Morman. 


fession.—Mr. Joseph E. Sterrett. The Relation of Speculation to the Marketi 
Discussion by Prof. B. M. Rastall, Mr. Aaron | of —Prof. H. 

M. Sakolski, Mr. Goodloe, Prof. W. Z. Ripley, Emery. 

Mr. Leon Brummer, Prof. O. M. W. Sprague, Discussion by Prof. T. N. Carver, etc. 


Prof. Simon Littman. 
The Future of Water Transportation in this 
Some Fundamental Distinctions in Labor Country.—Prof. Frank H. Dixon. 


Legislation.—Prof. H. W. Farnam. Discussion by Prof. Emory H. Johnson, etc. 


The American Way of Distributing Industrial The Best Way to Work for Tariff Revision.— 
Accident Losses.—A Criticism. Miss Crystal | Prof, H. C. Emery. 


Eastman. Dual Tariff Systems.—NMr. N. I. Stone. 


What Form of Workingmen’s Accident In- 
surance Should Our States Adopt ?—Prof. M. Tariff Revision and Foreign Markets.—Prof. 
Simon Littman. 


O. Lorenz. 
iscussi Discussion by Prof. C. W. Mixter, Prof. J. 
Discussion by Mr. F. L. Hoffman, Prof. C. W. Crook, Prof. U. G. Weatherly. 


R. Henderson, Mr. Lee K. Frankel. 
The Canadian Industrial Disputes Act.—Prof. | A Central Bank.—Mr. P. M. Warburg and 


Adam Shortt. Prof. O. M. W. Sprague. ' 

Discussion by Mr. O. D. Skelton, Dr. Victor Discussion by Mr. Horace White, etc. 
S. Clark. | The Work of the National Monetary Commis- 
The Influence of Income on Standards of Life. | sion.—Prof. A. Piatt Andrew. 

—Prof. Robert C. Chapin. Control of the Capitalization of Public Service ° 
The Family in a Typical Mill Town.—Miss — Corporations.—Prof. C. J. Bullock. 

Margaret F. Byington. | Discussion by Mr. Milo R. Maltbie, Mr. E. 
Results of the Pittsburgh Survey.—Dr. Edward D., Durand, Prof. R. T. Ely, Prof. W. J. Ripley, 

T. Devine. | Mr. Edward W. Bemis. 


Members of the Association receive this and the other three numbers of the 
Quarterly, usually independent monographs, besides the Economic Bulletin, also 
a quarterly publication, devoted to book reviews, a classified and annotated 
bibliography, notes and memoranda, and other matter of special interest to econo- 
mists. Membership also entitles one to attend and participate in the meetings 
of the Association. The only expense to members is the annual membership fee 
of $3.00. Requests for membership should be sent to 


T. N. CARVER, Harvard University, CAMBRIDGE, MASS. 
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How to Write Letters That Win 


A 172-page book that tells vividly, 


clearly, specifically, how to write every 
type of a winning business letter. How to use words that 
mold men’s minds, change their opinions, open their 
pocket books—and bring back actual orders by mail—how 
to express your everyday ideas whether in writing or speech 
in that crisp, clear-cut magnetic English that commands 
attention and inspires respect. 


Ho To Do Business|— 


By Letter 


Takes the actual, everyday correspon- 
dence you receive and shows you specifi- 
cally how to answer it. Reproduces the 
actual letters, circuiars, and follow-ups 
that have sold goods, collected accounts, 
increased trade and prestige. 


No long winded “grammar 
talks’—but 172 pages of 
j hints and ideas you can use in dictating 
tomorrow morning’s correspondence. If 

Zz slips of speech are habitual with you. 

~ | If your letters are dry, formal and poorly 

See | worded. If they lack the snap—the 

tone of words that get a copy of 


this book at once and tighten your grasp 


FREE 


to miss a single page. The price of SYSTEM is $2 a year. Simply send § 
and you will not only receive SYSTEM for one full year—12 complete issues 
—but in addition we will send you a copy of ‘‘How to Write Letters That 
Win,” all transportation charges fully prepaid. Dept. 45. 


SYSTEM, 151-153 Wabash Avenue, Chicago 


on the English language. The book is 


The wav to get a copy of this book absolutely free, is through 
SYSTEM, which stands pre-eminent the magazine of business. 
260 to 356 pags in every issue of SYSTEM and you cannot afford 


THE JOURNAL OF ACCOUNTANCY 


; LEARN BY MAIL. BEA 


CERTIFIED 


$2,500—-$10,000 ACCORDING TO ABILITY 
THE ONLY PROFESSIONS IN WAICH THE 
DEMAND EXCEEDS THE SUPPLY 

Cost Accounting is now for the first time 
ervstalized by us into teachable form bv mail, 
affording a new and highlv paid calling for 
Bookkeepers and Accountants of every grade, 
(ur course represents the practical exverience 
of 40 years of one of the ablest Cost Account- 
ants and Systematizers inthe world. You can 
tuke it in spare hours without interfering with 
present occupation or loss of income. 

Certified Public Accountancy is recognized 
now everywhere as a profession same as Medi- 
cine and Law. We teach vou in your spare 
hours to pass C. P. A. Examination. fitting you 
for practice anywhere. Our course of Mail 
Instruction was prepared and is taught practi- 
cally by Certified tublic Accountants and 
Lawyers of highest standing in New York. 

Cost Accounting, Theory of Accounts, Prac- 
tical Accounting, Auditing, Commercial Law, 
also Bookkeeping and Business Practice. 

You cannot fail in either Course, being aided 
by instructive individual suevgestion and criti- 
cism. We GUARANTEE their practicability. 
Write for Bookiet L., 

UNIVERSAL BUSINESS INSTITUTE, Inc., Dept. L., 
27-29 Eas 22d Street. New York 


The Philosophy 


Part I. 


Complete Bond Tables: 
volume, $10.00. 


CHARLES E. SPRAGUE, - 


By CHARLES E, SPRAGUE 
Price, $3.00, Postpaid 


An exposition of the underlying principles on which 
Accountancy, as a mathematical science, is based, regardless 
of mere traditional observances. 


Price, separate, $2.00. 


Works on the Mathematics of Finance by the same author 


Text Book of the Accountancy of Investment 


The Accountancy of Investment, including a treatise on the doctrine of Com- 
pound Interest, Discount, Sinking Funds, Annuities. Amortization and Valuation of Bonds, 
together with full details of the bookkeeping of Investment Securities on a large scale, with 
examples and forms. 

Part Il. Problems and Studies, A supplement to the above containing examples for 


practice with solutions. elaboration of special cases, short methods. 
Part III. 


Price, separate, $1.50. 


Tables of Compound Interest, Discount, Sinking Funds, Annuities, etc. 


8 places of decimals; invaluable for reference. Price, separate, $1.00 


hree parts in one, $4.00 


to 8 places of decimals and rates from 1%% to 10%. One 


ORDER BY MAIL WITH REMITTANCE 


Broadway and 32d Street, New York, N. Y. 
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BOOKS BOOKS 


Multitudes of Books, but Little 
Knowledge of How to Use Them 


That expresses the situation of most beginners in the study of accountancy. They find a 
bewildering mass of literature before them—some of it valuable, a great deal of it worthless and 
they have no means of selecting the good from the bad. Without help they waste time and 
energy. Is that your situation? 


WHY NOT LET OUR INQUIRY DEPARTMENT HELP YOU? 


The Inquiry Department was started two years ago, because some organization had to be 
devised to hanale the questions about accounting literature that poured into our office. Our 
records cover practically every book in any language pertaining to accounting problems. We 
are in constant touch with the ablest accountants and the best teachers of accountancy in the 
United States. If there is a book in existence that will help you solve the problems of your 
business, we will find it and describe it for you. 


THIS SERVICE IS FREE 
We do not even ask for your orders. We ask only to give us an opportunity to ‘answer 


your questions. TRY US TO-DAY 


Address, Inquiry Department, Accountancy Publishing Company 
Send for our Book List 32 Waverly Place, New York City 


Che Financtal Post 
of Canada. 


Compact, Informing 
and Authoritative. 


Executors’ and Trustees’ 
Accounts 


Accurate, Readable 
and Independent. is one of the most interesting branches of 
the Accounting Profession, and yet it is 
most neglected. Very little good Ameri- 
can literature has been written on this 


subject. 


qWe are prepared to give a high class 
service to all who are interested in Cana- 


dian stocks, bonds or real estate. 
PuBLISHED WEEKLY. 


Accounts of 
Executors and Trustees 


By 
JOSEPH HARDCASTLE, C.P.A. 


Publication Office, 


Subscription, 
10 Front St. E., Toronto, Ont. 


$3.00 per year. 


We Can Help You. 


A condensed digest of the law pertaining 
to Executors’ and Trustees’ Accounts, has 
proven to be the best analysis and most re- 
liable treatise yet produced on this subject. 


ORDER BEFORE THE SUPPLY IS EXHAUSTED 
PRICE, $2.00 


The Accountancy Publishing Co. 


Time saved and when done leaves are bound (by yourself) 
and indexed by floors or departments. 


Write right now for Booklet No. 12. 
BARLOW BROS., - Grand Rapids, Mich. 


When writing to advertisers, kindly mention this Journal. 


32 Waverly Place NEW YORK CITY 
Send for our new book list 


Ix 
4 
. 
a 
> 
4 Gig 
at 
3 
: 


HERE ARE 16 OF THE 
603: TOPICS TREATED 


Solution 


Statements of Affairs. 
Deficiency Statements. 

Sinking Funds. 

Reserve Funds and Accounts. 
Realization and Liquidation Ac- 


counts. 

Statements of Receipts and Ex- 
penditures. 

Statements of Assets and Liabili- 
ties. 


Balance Sheet. 

Profit and Loss Accounts. 

Trading Statements. Cost Reports. 

Statements of Principal and Funds. 

Statements of Payment to Bene- 
ficiaries by Executors. 

Forming a Corporation. 

How to Close the Books of a Part- 
nership. 

The Creation of a Depreciation 

Account. 


OBLEMS” 


This remarkable volume was written by Lego The ability to solve accounting problems 
GREENDLINGER, M.C.S., Instructorin Accountingin <4: 
is one of the essential qualities of a successful 


New York University School of Commerce, Accounts : 
‘and Finance, and Editor of the C. P. A. Question accountant. Mr. Greendlinger’s new book 


Department of The Journal of Accountancy. It contains the baffling problems that have 
contains 325 pé ¢ i nds T 
contains 325 pages, 6x9 inches; it is handsomely 11.4 up the C. P. A. examinations of New 
and substantially bound in silk cloth. “4 : : 7 
York, Pennsylvania, Maryland, California, 
Illinois, Washington, Michigan, Florida and 


The Accountancy Publishing Company Colorado. Every problem is analyzed, every 
32 Waverly Place, New York City ae : . 
of ; ' principle explained, every correct form given 
Kindly send me particulars regarding Mr. 
Greendlinger’s new book, ‘‘Accountancy Prob- that is necessary for a clear understanding 
-_ Yours very truly, and mastery of the problem. The book is 


thoroughly indexed, and is the most complete 
reference work and lexicon of accounting 
terms published in this country. 


Why Waste Time or Worry 


Over Problems That Have Already Been Solved? 


Name 


_ Address 


WE CAN SUPPLY YOU ANY BUSINESS BOOK, OUR BOOK-LIST IS FREE, 
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BARGAINS 


SHOP-WORN BOOKS 


Number 
for Sale 


A few of the books on our shelves have lost their new appearance. 
We have decided to clear our shelves 


every other respect they are new books. 


for a new stock. 


In 


The following are the books included in the offer, with their reduced prices: 


1.—The Accountant’s As- 
By F. Becxert. 
1.—Manual for Account- 
ants—Canadian.. . 
2.—How to Understand 
the Balance Sheet . 
2.—Balancing for Expert 
Bookkeepers..... . 
G. P. Norton. 
1.—Good-will and Its 
Treatment........ 
DICKSEE. 
1.—-Municipal Finance 
for Students...... 
1.—A Municipal Internal 
CoLurns. 
1.—Newspaper Accounts 
Norton & FEASEY. 
2.—Executorship Ac- 
WHINNEY. 


1.—Wall Street Point of 


Henry CLews. 


Regular 


Price 


Reduced 
$0.75 


These are not damaged books. 


ance. 


Number 
for Sale 


1.—Commercial German. 
ARNOLD KUTNER. 
1.—French Grammar... . 
Fraser & SQUAIR. 
1.—An Easy First French 

L. C. Syms. 

1.—Ethies and Princi- 
ples of Salesman- 

EpGar A. Russet. 
1—An Elementary 
Spanish Grammar.. 
LoIsEAUX. 

3.—Ropp’s New Calcula- 
tor and Short-Cut 


Calculator........ 
1.—Crises and Depres- 
BuRTON. 

1.—New York Corpora- 
Harris. 

1.—Credit and Its Uses. . 
PRENDERGAST. 
1.—Money and Banking. 
By Wuire. 


the announcement of this sale rapidly disappear. 
The only sure way of getting the book you want, is to order immediately. 


Regular 


Price 


$1.00 
1.12 


1.00 


90 


1.50 


If the book has been sold, we will immediately notify you and return your money. 


Reduced 
$0.40 
.40 


.30 


.50 


45 


3.00 
1.60 
1.20 


They have simply lost their new appear- 
As you see, our stock of each book is very small, and will, no doubt, after 


THE ACCOUNTANCY PUBLISHING COMPANY 


32 WAVERLY PLACE, NEW YORK CITY 


GENTLEMEN: 
Enclosed find $ 


special shop-worn book offer. 


will be immediately returned. 


Yours very truly, 


in your 


I understand that if the book ordered has been sold my money 
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Printers 
of 
Pamphlets and Books 


on Accountancy 
and other | 


Technical Subjects 


Manufacturers of SPECIALLY RULED BLANKS 
and BOOKS FOR CERTIFIED ACCOUNT- 
ANTS who appreciate PROMPT DELIVERY 


409-415 Pearl Street, New York 


Printers of 
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When writing to advertisers, kindly mention this Journal. 


| 


THE JOURNAL OF) ACCOUNTANCY 


THE SET 


The Accountant’ Library 


1s FOR SALE 15% DISCOUNT 


This is an excellent collection of accounting works edited and written by leading English 
 g@ecountants. Most of the forms and systems described can readily 
be adaptea to American conditions 


The 50 volumes so far issued deal with the following systems of accounts: 
THE ACCOUNTANT’S LIBRARY 


Bookkeeping and Accounts Accounts (Hass $1.40 
II.— Auctioneers’ ccounts Dicxszn) 1.40 XXV.—Building Societies’ Accounts 
IIll.—Builders’ Accounts (WaLBanxK) 1.40 (GrantT-SMITH) ....... 140 
Accounts and In- Reserves, end 
V.—Theatre (CHANTREr) 1.40 XXVIL—Quarry Accounts (Inorson)... 1.40 
X.—Grain, Flour, Hay, and Seed 2.00 
Merchants’ Accounts (JoHN-” XXXIII.—Dairy Accounts (Rowiax)... 1.40 
XIII.—Pawnbrokers’ Accounts (THOoRN- XXVII.—Hotel Accounts (Dicksss).... 1.40 
TON & MAY) 1.40 ——Laundry Accounts (Livussr).. 2.00 
XIV.—Rngineers’ and Shipbuilders’ Ac- XXXIX. —Cotton Spinners’ Accou ate 
XV.—Tramway Accounts (MeCout) XL.—Shipping “Accounts (Datr). 1.46 
(Triple Number) .......... 4.20 XLI.—Trustees’, Liquidators’ and Re- 
XVI.—Australian Mining Companies’ celvers’ Accounts (Dawson). 1.40 
Accounts (Goppgn & XLII.—Maultig Cost Accounts 1.40 
er XLV.—Urban | District ae 
n .......- 
240 XLVE-—erminal Cost Accounts (Nis 
1.40 XLVII.—Single “Cost Accounts 
—_ pal Accounts ( —Treasu 
XLIX.—Process Coste (Gamat) 2.00 
XXIII.—Jewelers’ Accounts (Epwarps). 2.00 L.—Bakers’ Accounts... .........+..- 1.40 


The Accountant's Library includes the recognized reference works for the special lines of business treated 
in its volumes. In fact this library is the only source to which an accountant can refer when devising account- 
ing systems for most special lines of business. Original forms and demonstrated methods are given. 

We have only one complete set for sale at a 145% discount. The regular price of the complete set of 
THE ACCOUNTANT’S LIBRARY is $91.90. Under the terms of this offer you can buy the entire 
set for $77.03. First come, first served. 


The Accountancy Publishing Company 
32 WAVERLY PLACE NEW YORK CITY 
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Leadership 


Accountancy 


like leadership in any other line, falls to the men who combine 
native ability with the right kind of training. The brains, energy, 
and ambition of the combination you must supply yourself. The 
thorough, all-around preparation, which is one of the essentiais to 
success, you may obtain in the NEW YORK UNIVERSITY SCHOOL 
OF COMMERCE. ACCOUNTS, AND FINANCE. 


The work of the School is distinctively practical. Its in- 
structors are men of experience and high standing. Its scle aim 
is to provide the training that will most surely increase the 
efficiency of its students. . 


Efficiency is taken to mean a great deal more than mere skill 
in performing routine tasks, important as that is. It calls for 
breadth of view, keenness of observation, grasp of underlying 
principles, thinking.power. The courses of instruction, for that 
reason, deal not only with the details, but with the difficult 
problems of accounting practice. 


It your ultimate aim is to hold a place as 


Leader, not Subordinate 


Manager, not Clerk 


Accountant, not Bookkeeper 


you cannot fail to be interested in the School and its work. For 
complete information address W. H. Lough, Jr., Secretary, 
Washington Square East, New York City. 


JOSEPH FRENCH JOHNSON, Dean 
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